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PREFACE 


This dissertation is designed to depict recent develop¬ 
ments which have transpired in the area of Philippine govern¬ 
mental budgeting. Stress is laid on the introduction of 
performance budgeting into the Philippine setting. Corres¬ 
pondingly, this study endeavors to assess and evaluate the 
performance classification adopted in the country. 

Had it not been for the following opportune sequence 
of events, it is quite possible that the writer’s efforts 
would not have seen fruition: 

a) a one-year study grant made available to the 

writer in 1955 by the Foreign Operations Adminis¬ 
tration - Philippine Council for United States 
Aid which enabled him to enroll in the Maxwell 
Graduate School of Citizenship and Public Affairs, 
Syracuse University. The writer's internship in 
the Budget Division, Department of Administration, 
State of Michigan ( 1955 ) and in the New York 
Division of the Budget (1956) also broadened his 
horizons with respect to governmental budgeting; 

d) an appointment to the faculty of the Institute 
of Public Administration, University of the 
Philippines. The writer's teaching of graduate 
courses in public fiscal administration sustained 
his interest in the ramified aspects of Philippine 
public fiscal management; 

j) a Rockefeller Foundation grant (1959) which made 
possible the writing of this dissertation, and 

1) an International Cooperation Administration - 
National Economic Council six-month observation 
grant in the field of revenue administration 
which permitted the writer's return to the United 
States for fulfillment of requirements leading to 
degree conferment. 

Consequently, the writer acknowledges with profound 
gratitude the assistance of the above-cited institutions. 



The dearth of written materials poses a handicap to 
the researcher in the field of Philippine governmental 
budgeting of immense assistance to the writer were materials 
kindly made available by Miss Victoria Romero, former 
secretary of the Booz, Allen and Hamilton consulting firm* 
Atty. Candido Honrado, senior executive assistant of the 
Budget Commission; Mr. Pascual Centeno, Chief Accountant, 
Central Accounting Service, Budget Commission; Atty. 

Bernardo Bumatay, Chief, Central Accounting Service, Budget 
Commission; Mr. Cristobal Nilo of the Records Division, 
Budget Commission, and Mr. Arsenio Talingdan of the Univer¬ 
sity of the Philippines. 

The writer is specially indebted to Professor Jesse 
Burkhead of the Department of Economics, Syracuse Uni¬ 
versity, his thesis adviser who gave invaluable advice 
and counsel throughout the writing of this dissertation. 

The writer also wishes to extend his sincere thanks 
to the following individuals who contributed to the im¬ 
provement of the dissertation by commenting on the manus¬ 
cript: Mrs. Frank Landers, Chief, Public Administration 
Division, International Cooperation Administration, Manila; 
his predecessor is office, Mr. Fred W. Crawford; Professor 
Angel Q. Yoingco, Executive-Director, Joint Legislative- 
Executive Tax Commission; Dr. Jose D. Soberano, a former 
colleague in the Institute of Public Administration, Uni¬ 
versity of the Philippines; Dr. R. Stephen Milne; former 
exchange professor in the I.P.A.U*P.; Mr. Honesto Mendoza, 
Chief, Senate Finance Committee Technical Staff; Dr. Ed 
Bock of the Inter-University Case Program (I.C.P.) and 
Mr. Juan Agcaoill, Chief of the Budget Planning Staff, 

Budget Commission. 
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CHAPTER I 


THE PHILIPPINE BUDGET PROCESS - ITS 
EVOLUTION AND DEVELOPMENT 


Historical Background.- Discovery and conquest formed the 
dual bases on which the claim of the Spanish Crown to the 
Philippine Islands rested. The former was accomplished in 
1521 by Ferdinand Magellan who failed in his colonizing 
quest and instead met an untimely death on the shords of 
Mactan.i In 1565 , the archipelago was effectively placed 
under Spanish rule by the intrepid Miguel Lopez de Legazpi, 
who was subsequently appointed the first Spanish Governor- 
General of the Islands. Spanish colonization of the Islands 
was prompted by two principal motives, namely, the desire 
of Spain to propagate the Catholic faith and to expand her 
mercantile interests. 

Organization fo r Fiscal Management During the Spanish 
Regime.- Initially, the governor-general levied tributes 
on natives In areas effectively controlled by the Spanish 
military forces. A 3 % duty on merchandise imports and 
exports imposed in 1582 I accounted for a substantial portioi 
of colonial revenues. The principal items in the expendi¬ 
ture ledger at the time were the financing of military 
expeditions against pirates and the (salaries of the colonial 
bureaucrats from the governor-general down to minor govern¬ 
ment functionaries . 2 In 1784, fiscal functions were admin¬ 
istered by a central entity— the Intendencia General de 
E.lercito y Hacienda (general Administration of Military 
Affairs and Finance).3 This fusion of fiscal management 
with conduct of military operations in a single agency is 
ascribed to the fact that throughout the three hundred and 
thirty-three [ 333 ) years when Spanish sovereignty held 
sway over the Islands, disbursements for military purposes 


1 Emma Helen Blair and James Alexander Robertson, The 
Philippine Islands, 1493-1898, (Cleveland, Ohio: A.H. Clarl 
Co., 1903 - 1 ^ 09 ),' V,29. 

^Mactan - an island in the Visayas, one of the three 
main regions in the Philippines. 

2 Ibid. 

^Guia Official de Filipinas (Manila: Establecimiento 
nVknncrY'afia de Ramirez v Glraudin. 1884), D. 326 et.seq. 
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usually comprised the bulk of public expenditures^ 

No better illustration of the extreme centralization 
of the fiscal structure can be cited than the pattern of 
budget preparation and adoption during the Spanish rule. 

For one hundred and seventy-five (175) years# the governors- 
general wielded a near monopoly# subject only to the approval 
of the Spanish Crown# in the determination of allocations 
for various expenditure items. In this particular function# 
the governors-general were assisted by their respective inner 
cliques composed of those occupying top positions in the 
Spanish hierarchy in the Islands. For fiscal information 
and advice, commencing with the year 1784, there was prin¬ 
cipal reliance by governors-general on the Intendente 
General de Hacienda (General Administrator of Finance). 

Dating from 1865# the Consejo de Administracicn (Council 
of Administration)# an advisory body to the Governor-General# 
performed the task of examining the general budget of receipts 
and expenditures of all branches of the Government.5 This 
Council was divided into two principal sections - the Hacienda # 
which deliberated on fiscal matters, and the Goblerno # which, 
took charge of general governmental matters. The former 
consisted of the Intendente General de Hacienda as chairman 
and six (6) council members.° The budget ( presupuestos 
generales de gastos e ingresos ), once approved by the Governor- 
General, was transmitted to the Ministro de Ultramar (Minis¬ 
ter of the Colonies) in Madrid. The latter official in 


^Only with the creation of the La Intendencia General 
de Hacienda (General Administration of Finance) in 1874- 
pursuant to an executive decree subsequently ratified 
by a royal decree, did a separate agency exist to discharge 
the fiscal function. Placed under the over-all supervision 
of a Director-General of Finance# the Intendencia exercised 
general surveillance and control of diverse fiscal operations 
which encompassed tax collection, customs administration, 
accounting and audit, conduct of government lotteries and 
treasury management. This organizational structure for 
fiscal administration remained substantially unaltered until 
the close of the Spanish era. Ibid . 

^Vicente G. Sinco, Philippine Government and Politics # 
(Manila: Community Publishers IncY, l£4b)Y p. 24. " 

^Gula Official de las Islas Pilipina s Para 1895 Publicada 
por el~Secretarla del Goblerno General , (.Manila: Imprenta 
y litografia de Chofre y Compania, 1895)# P* 265 * 
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turn acted on the budget after which it had to be forwarded 
to the reigning Spanish monarch who then issued a royal 
decree implementing its contents and provisions.' The 
budget as a rule did not have to pass through the Spanish 
Cortes, the legislative body of the Spanish government.° 

Finances of the First Philippine Republic, 1898-1900 . - 
Towards the end of the nineteenth century, the establish¬ 
ment of a Filipino revolutionary government resulted in an 
interim of two years and ten months wherein Filipinos 
exercised de facto the taxing and spending power. The short¬ 
lived Philippine Republic continued all taxes in operation 
during the Spanish regime, except levies on coclc-fighting 
and other forms of gambling which were discontinued an 
revenue sources. A war tax was likewise imposed on the 
wealthy classes. A significant characteristic of the war 
tax was the absence of a definite schedule of assessment. 

The only budget on record formally acted on by the revolu¬ 
tionary authorities was that for the year 1899 which 
appropriated six million Mexican dollars for expenses moBt 
of which were for the prosecution of military activities, 9 
The intervention of the Filipino-American War effected a 
rather abrupt reversal of Filipino fiscal autonomy, as the 
revolutionists, owing to the superiority of American military 
arms, were constrained to relinquish, for the moment, their 
aspirations for immediate political independence. 

The American Era-- Growth of the Budget Idea .- Upon the 
occupation of Manila by American military forces on August 13/ 
1898 , the United States military governor was invested 
with broad powers to superintend the country's political 
and economic affairs. All executive functions centered 
in the military command. Due to unsettled conditions in 
the archipelago, the military governor issued proclamations 


^Presupuestos Generales de Gastos e Ingresos de las 
Islas FiTiplnas Eara El Afio de l894-l895 > (Madrid; Estab- 
lecimiento Tipografico de Felipe Pinto y Orovio, 1894), p. 5« 

O 

°Census of the Philippine Islands (Washington: United 
States Bureau of the Census, 1905 ), I,3o0. - 

^Leandro H. Fernandez, The Philippine Republic , (New York: 
Columbia University, 1926 ), pp. 169 -I 7 OC 
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having the force and effect of law, and to an appreciable 
extent exercised the judicial function of setting aside 
Spanish decrees contravening United States War Department 
policies and American precepts of government. A natural 
offshoot of this concentration of powers was the exercise 
of the primary fiscal functions of tax collection and 
fund disbursement by the office of the American military 
governor. 

The blueprint for a new order was formulated with the 
creation by President William McKinley of the first 
Philippine Commission. 10 An advisory body composed wholly 
of Americans, the Commission was established with a view 
to supplanting military rule as rapidly as conditions 
warranted. Actually, upon the second Philippine Commission 
appointed on March 1 6 , 1900 devolved the responsibility 
of legislating for the Islands. 11 This exercise of legis¬ 
lative power was made under rules and regulations prescribed 
by the Secretary of War and extended until the institution 
of civil government in the country. The Spooner Amendment, 
a rider in the United States Army Appropriations Act of 
1901, erased any doubt about the legality of the United 
States President's power to delegate to the Commission 
authority to govern the archipelago.^ Simultaneously, 
upon assumption of legislative power by the Commission, 
there were appointed to membership therein three (3) 
Filipinos, Commissioners Trinidad H. Pardo de Tavera, Benito 
Legarda and Jose Luzuriaga. Four executive departments. 
Interior; commerce and police; justice and finance, and 
public instruction were established, each being placed under 
the executive supervision of an American member of the Com¬ 
mission. 


•^The composition of the first Philippine Commission 
was as follows: Dr. Jacob Gould Schurman, President of 
Cornell University as President of Commission, Admiral 
George Dewey, Major-General Elwell S. Otis, Honorable 
Charles Denby and Professor Dean C. Worcester as members. 

11 The second Philippine Commission consisted of the 
Honorable William Howard Taft as chairman. Professor Dean 
C. Worcester, Honorable Luke E. Wright, Honorable Henry C. 
Ide and Professor Bernard Moses as members. 


^United States v. Bull , 15 Phil. 24 (1910) 
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Another initial concession to the cause of Filipino 
political self-determination was the inauguration of civil 
government on July 4, 1901, laying the groundwork for ulti¬ 
mate Filipino political autonomy.J-3 With this memorable 
event commenced a long and steadfast struggle for indepen¬ 
dence from the United States, a period which was to span 
some four and a half decades. 

The Cooper Act, more popularly known as the Philippine 
Bill of 1902 , contained an assurance of greater political 
autonomy for the Filipinos. Upon compliance with two condi¬ 
tions precedent— restoration of Internal peace and order, 
and taking of a census of the inhabitants of the islands, 
Filipinos were to be accorded representation in the legisla¬ 
tive body .through an elective National Assembly. Although 
a budgetary system was still absent as of this period, there 
were already in existence certain techniques which guided 
public disbursements. The fiscal period was made to coin¬ 
cide with quarters of the calendar year. In 1904, with 
substantial strides having been accomplished in the organ¬ 
ization of the executive department, appropriations were 
made by the American governor on a semi-annual basis. 
Commencing with fiscal year 1905* appropriations were made 

annually.l4 


■^The following excerpt from the inaugural address of 
Governor Taft is relevant: 

However provisional the change made today, the 
President by fixing the natal day of the Republic 
as its date has manifested his view of its import¬ 
ance and his hope that the day so dear to Americans 
may perhaps be also associated in the minds of the 
Filipino people with good fortune. The transfer to 
the Commission of the legislative power and certain 
executive functions in civil affairs under the mili¬ 
tary government on September first of last year, 
and the transfer of civil executive power in the paci¬ 
fied provinces to a civil government are successive 
stages in a clearly formulated plan for making 
the territory of these islands ripe for permanent 
civil government on a more or less popular basis. 

Report of the Philippine Commission to the Secretary of War 
from December 1 , 1901 to October 15» 1901 * (Washington: 
Government Printing Office, 1901) , Part 2, p. 281. 

Ilf 

Report of the Philippine Commission , (Volume XI, 

Part I), In Annual Reports of the War Department for the 
Fiscal Year ended June 30, 1904 , (Washington: Government 
Printing Office, 1905JV p." 350. .. 




Estimates of expenditure requirements and receipts 
originating from different departments, bureaus and offices 
of the Insular Government were collated and coordinated 
in the Executive Bureau by a finance section supervised by 
an assistant executive secretary.^5 General as well as 
special appropriation bills were drafted by this office. 

These bills were then referred to one of the sixteen (16) 
standing committees of the Commission, the members of 
which were drawn from the Commission. After deliberation 
and consideration by the committee, such bills were 
transmitted to the Recorder for inclusion in the agenda 
of the Commission which sat en banc . Upon enactment, type¬ 
written copies were made of the approved legislative mea¬ 
sures and official copies bearing the Commission seal were 
then forwarded to the Civil Governor, the Executive Secret¬ 
ary, Auditor, Treasurer, Attorney-General and other ranking 
officials of the government. 

Neither the military authorities nor the two Philip¬ 
pine Commissions managed to accomplish substantial strides 
in the direction of coordinating the vital process of 
public finance. The element of rationality in the appro¬ 
priating process was lacking. Budgeting, or rather a semb¬ 
lance of it, was treated as a peripheral assignment; liberal¬ 
ity bordering on laxity characterized the appropriation func¬ 
tion. Enacted in sporadic fashion were special and defi¬ 
ciency appropriation bills either to launch new under¬ 
takings or to supplement financing of existing ones. Within 
a single fiscal year, a series of uncoordinated spending 
authorizations were passed resulting in an appropriation 
structure which closely resembled an ill-designed quilt. 
Adoption of felt needs as the causative factor in incurr¬ 
ing expenditures eclipsed proper programming and consequent¬ 
ly economy considerations in public disbursements. No 
attempt was made to evolve a comprehensive financial program 
and there was thus little to prevent tendencies toward 
financial irresponsibility. An American writer, in a scath-. 
ing denunciation of th§ fiscal administrative mechanics of 


^In 1903, the Office of the Secretary of the Philippine 
Commission was merged with the Executive Bureau. The 
administrative and finance division of the Executive Bureau 
consisted of one division ch-*ef and seventeen (17) clerks.- 
Act No. 609 in Public Laws and Resolutions Passed by the 
Philippine Commission , (Manila: Bureau of Public 'Printing, 

1903 )Vp. 69. 

•^ Thlrd Annual Report of the Executive Secretary to 
the Civil Governor f or the'Year Ended September 30, 

(Manila: Bureau of"Public Printing, 1904), pp. 795-797- 



the period-, commented 

When the Americans succeeded the Spaniards as 
the titular guardians of the Islands, they brought 
with them the financial method, or lack of method, 
that always confounded the fiscal operations of 
their government at home. That is to say, they set 
up an appropriating power that held the keys to the 
treasury, and certain departments that tried blind¬ 
ly to get money from an obdurate and uninformed 
appropriating power struggling as blindly to keep 
the money in its fist; the result being always waste 
and inefficiency. 


Perhaps a rationalization can be advanced for the deplo¬ 
rable fiscal situation in the early years of American rule.. 

The concentration on profit-oriented policies by the Spanish 
colonial administration led to the neglect of social and no 

economic improvements, a situation inherited by the Americans. 

It was not through accident that the first official act of the 
first Philippine Commission was the appropriation of two million 
Mexican dollars for construction and repair of bridges. During 
the Spanish regime, more than half of revenues collected went 
to maintemance of the Spanish army and navy and support of Spa¬ 
nish' consular services in the Par East as well as the ‘colonial* 
department in Madrid.19 The shift of emphasis in public expen¬ 
ditures to public instruction, health and sanitation, and public 
works was due to commitments made by President McKinley'in his 
historic Instructions to the Second Philippine- Commission. Then 


-Til- 

'Charles Edward Russel, The Outlook for the Philippines. 
(New York: The Century Co.,“1922), p. 1527 - - 


18 

Dr. Onofre D. Corpus asserts that the most noteworthy feature 
of the colonial budget was its evidence of the regime's uncon¬ 
scionable disregard for the welfare and progress of its wards* 

He cited figures of less than 3% of aggregate expenditures dev¬ 
oted to socio-economic developmental projects in the years 1880 
and 1885, and less than 4.8% in 1894-1895, in his The Bureacracy 
in the Philippines , (Manila: Institute of Public ABrninT^ErsTETonT 
University of the Philippines, 1957), p. 140. 


19 

The budget of the Spanish Governor-General for the year 
1894—1895 contained the following expenditure items: 

1. General Obligations .$1,360,506.53 

2. State. 65,150.10 

3. Church and courts . 1,687,108.88 

J* War ... 4,405,061.84 

5. Treasury . 823,261.95 

6. Navy.... 2,450,176.77 

7. Government... 2,220,120.98 

8. Public works and institutions.... 628,752.46 

Of the $65,150.10 alloted to State expenditures, nearly the 
whole amount was used for defraying the cost of Spain's consular 
services in the Orient.- Report of the Philippine Commi ssion to 
the President of t he.United States. (Washington: Government 
jprinting Office, i960), I, 79-80. 
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agaln, scarcely any pressure for economy in public under¬ 
takings existed due to ample yields of the revenue system 
carried over with some modifications from the Spanish 
era. 


Another key to a further understanding of the fiscal 
problem which confronted the insular government during 
this period may be furnished by reference to the situation 
which prevailed in the mother country. The United States 
was then accorded the dubious distinction of being about 
the only modern government which had yet to install a 
modern budget system, 20 a situation which prompted one 
writer to comment that "for a period of one hundred and 
twenty-five years , American political institutions have 
drifted steadily away from responsible government on which 
depends, in the ultimate analysis, the successful 
operation of the budget principle." 21 It required a sharp¬ 
ly progressive and in some respects uncontrollable increase 
in the cost of government to check the persisting tardiness 
in the development of the budget concept. 22 

The convening of the Philippine Assembly on October 16, 
1907, an event of transcendental importance in Philippine 
politics and government, effected a signal change in the 
previous arrangement respecting the locus of legislative 
authority. The Assembly shared with the Commission all 
legislative prerogatives except the power to govern non- 
Christian inhabitants which was entrusted to the Commission. 
From one perspective, the Assembly provided the grind¬ 
stone on which were whetted Filipino aspirations and agita¬ 
tions for self-government. It also served as an experimental 
cynosure on which focused the attention of American offi¬ 
cials both in the Islands and in the United States. 

In the years 1908-1909, the atmosphere was charged with 
tension as the Assembly, with zealous determination, inten¬ 
sified its efforts to have further grants of autonomy 
crystallized. One primary Issue centered on the appropria¬ 
tion process. The Assembly sought to dislodge the Commission 
from its position of primacy, claiming with the aid of 
legislative precedents that with the lower house exclusive¬ 
ly rested the prerogative of initiating appropriation 
measures. This the upper chamber attempted to dismiss as 
a groundless pretension. In 1909, a special committee 
composed of fourteen members representing both the Com- 


2 ^"Publlc Budgets," The Annals of the American Academy 
of Political and Social Sciences , (November, 1915), LXII , "47. 

21 Ibid., p. 35. 

22 

Frederick A. Cleveland cited among the practices which 
the budget idea was expected to counter-act the following: 
"boss rule," "invisible government," "log-rolling" and "pork 
barrel" legislation. Ibid., p. 22. 
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misslon and the Assembly was created to undertake a survey 
of fiscal methods and to^prepare the appropriation bill 
for the succeeding year. 2 3 The committee recommended a 
careful examination of the finances of bureaus and offices 
in order to determine an optimum level of expenditure re¬ 
quirements for the entire insular government. 24 The Com¬ 
mission in the same resolution acknowledging the special 
committee's report, constituted a seven-member select 
committee of its own with authority to confer with any ?c . 
sirailar committee appointed by the Philippine Assembly** 5 
The failure of the joint committee to make any headway in 
its work was attributed to the adverse reaction and luke¬ 
warm support extended by the Governor General who was con¬ 
currently the President of the Commission. 2 ® 

From 1911 to 1915, the breach which existed between 
the Assembly and the American Chief Executive resulted in 
the failure of the appropriation bill to pass the legisla¬ 
ture. Recourse was had to the automatic reappropriation 
provision in the Philippine Bill of 1902 which enjoined 
that "if at the termination of any session the appropria¬ 
tions necessary for the support of Government shall not 
have been made, an amount equal to the sums appropriated 
in the last appropriation bill for such purposes shall be 
deemed to be appropriated; and until the Legislature shall 
act in such behalf the Treasurer may, with the advice of 
the Governor, make the payments necessary for the purposes 
aforesaid. 2 7 


2 3"Act 1873," Sec. 10, Leyes Publicas (Manila: Bureau 
of Printing, 1909). VII, 127. 

2 4 Journal of the Philippine Commission , (Manila: Bureau 
of Printing, 1910), ppV 86-07. 

2 5lbld .t p. 160. 

2 ^Quirino E. Austria, "The Budgetary System of the 
Philippine Commonwealth," Philippine Social Science Review , 
(1935)> VII, 171. 

^Official Gazette (1902-1903), 1$ 4 8-50. 



- 10 - 


The provision above-cited was designed to prevent a 
paralysis of public functions in the event of failure 
of the legislative body to enact the annual appropriation 
act. The question presented was one of statutory interpreta¬ 
tion with the consequence that the provision was construed 
differently. The Filipino leaders relied on the construc¬ 
tion advanced by one time United States Secretary of War 
Elihu Root which in part, follows: 20 

The intention was to continue the former 
appropriation just as if the former appro¬ 
priation bill had been reenacted and there 
was no intention to put into the hands of 
the executive a gross sum equal to the gross 
appropriation leaving him to appropriate it as 
he saw fit. 

Governor Forbes, however, tenaciously refused to 
adopt this particular interpretation of the law. His posi¬ 
tion, stated in his annual report to the United States 
Secretary of War was that he was empowered by the automatic 
reappropriation provision to "incorporate changes found 
necessary during the year in authorized personnel and in 
the allotments for the different bureaus." 2 9 Corresponding¬ 
ly, when the legislature failed to enact the 1912 appropria¬ 
tions bill. Governor Forbes proposed to introduce changes 
in allocations made in the previous appropriations law. 

When the legislative body in its regular and special ses¬ 
sions in 1912 again failed to provide an appropriations 
measure for fiscal year 1913, Acting Governor Newton W. 
Gilbert on July 24, 1912 signed another letter of advice 
which allotted amounts for the executive agencies dif¬ 
ferent from those allotted in the preceding year. This 
action was predicated on the theory that in case of failure 
of the legislature to appropriate for the current expendi¬ 
tures of the Insular government, a lump sum is automatical¬ 
ly appropriated to be "allocated in accordance with the 
judgment of the Governor-General for the support of the 


2 ®Charles Burke Elliott, The Philippines to the End of 
the Commission Government, (Indianapolis: Bobbs-Merrill' ""** 
Co*, T9I?77 p. ITT 

^Report of the Philippine Commission to the Secretary 
of War, 1912, (Washington: Government Printing Office, 

1912 JTppT 19-20. 
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government for that year."2° The following year, the legis¬ 
lature again failed to pass an appropriations bill and 
the Governor-General had to sign still another letter of 
advice drafted along the same general lines as that of 
previous years.31 

Both houses of the legislature reached an agreement 
on the appropriations bills for fiscal years 1914 and 1915* 
Act No. 2519, enacted on January 31# 19l4^ 2 thus became the 
first appropriations act passed by the legislature since 
Act No. 1989 enacted on April 19, 191°• 

The fiscal administrative picture appeared to be one 
of unrelieved gloom when a new era dawned in the political 
situation of the Philippines. With the election of Woodrow 
Wilson to the United States presidency, Francis Burton 
Harrison of New York, a man in sympathy with Filipino 
aspirations for self-government, was appointed governor- 
general. A dream of over a decade's standing was realized 
when President Wilson appointed an.unprecedented Filipino 
majority to membership In the Commission. The Filipino 
majority in the Commission and the Assembly delegates . 
proceeded to close ranks and effect significant reforms 
in the pattern of public spending in the Islands. To 
facilitate preparation of the appropriations bill, bureau 
chiefs were required, under the general supervision of 
their respective department heads, to file with the Execu¬ 
tive Secretary reports of actual receipts and expenditures, 
as well as expected income and proposed expenditures for 
the ensuing fiscal year fifteen days before the opening 
of each regular session of the legislature.33 jn turn, 
the Executive Secretary was to submit to the legislative 
body, within the month of October each year, a draft of the 
general appropriations bill on the basis of reports submitted 
by bureau heads.34 


31 Ibld ., 1913, p. 15. 

52 Ibid., 1914, p. 6. 

^"Aot 2386," Public Laws of the Philippine Government , 
(Manila: Bureau of Printing, l9l5)> ix, 4l0. 
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Wit h the enactment of the Jones Law on August 29, 

1916 emerged a tangible commitment to grant independence 
to the Philippines upon establishment of a stable govern¬ 
ment therein. The legislative department (represented 
by the Philippine Legislature composed entirely of Filipinos) 
was completely separated from the executive department of 
government. 

A notable feature of the Jones Law was the introduction 
of a budgetary system closely patterned after the English 
model. The executive type of budgeting was installed with 
the Governor-General being required to submit to the Legis¬ 
lature a budget of receipts and expenditures within ten 
(10) days after the opening of each regular session.55 
Each chief of bureau of head of office was required to file 
with his department head a statement of actual receipts 
of his agency for the past year and proposed expenditures 
for the ensuing fiscal year, as well as other details re¬ 
quired by the Secretary of Finance. 56 a memorandum order 
dated June 27, 1917 likewise made it incumbent upon depart¬ 
ment heads to send their estimates of expenditures to the 
Secretary of Finance who then prepared the budget, taking 
into account such recommendations. The budget was then 
submitted to the Cabinet by the Secretary of Finance on 
or before September 20 of every year. After discussion and 
approval by the Cabinet, the budget was submitted to the 
Governor-General for approval prior to transmittal to the 
Legislature.57 

The then Secretary of Finance Alberto Barretto assumed 
responsibility for coordinating budgetary requests of execu¬ 
tive agencies.58 He was, in a manner of speaking, a primus 


^"Act 2455,” Public Laws Enacted by the Philippine 
Legislature, (Manila: Bureau of Printing, I9I6), X, 185 
186 . - 


• ^Philippine Autonomy Act of 1916 , sec. 21. (Here¬ 
after, this law will be referred to as the Jones Law). 

56"Prociamation No. 29," June 21, 1917 in Executive 
Orders and Proclamations Issued by the Governor-General 
during the year l91V > (Manila: Bureau of Printing, 19l8). 

■^Maximo Kalaw, "Una Sistema de ‘Budget’ Para Filiplnas 11 
in the Philippine Review , 1917* II» 66-67. 

5 8 Ibid., p. 7. 
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inter pares, considering that other department heads were 
accorded the right to appeal from decisions of‘: the Secretary 
of Finance of a budgetary character, first to the Cabinet 
(later on superseded by the Council of State),, and the Gov¬ 
ernor-General. The Secretary of Finance also conveyed the 
budget and explained its contents to the legislative body. 

The concept of unified direction in budget-making took 
roots, to an appreciable extent, during this period. In 
the matter of initiating budgetary requests, department 
secretaries, formerly by-passed owing to the short circuit 
between heads of bureaus and offices and the Executive 
Secretary, were made to assume a primary role in the determ¬ 
ination of financial needs of their departments. With 
budget requests thus being made to emanate from the agencies, 
after which they were reviewed on a departmental level, the 
elements of responsibility and responsiveness in the budget 
process were accentuated. In a similar vein, the need 
for securing coordinated action on the budget with the 
authorizing entity was recognized. The Cabinet was super¬ 
seded by the Council of State consisting of the Governor- 
General, department secretaries and the presiding officers 
of the two houses of the legislature. The constitution 
of this Council had special relevance to the fiscal system 
of the archipelago for it outlined the financial policies 
and analyzed expenditure proposals submitted by the Secret¬ 
ary of Finance. The scrutiny of budget proposals usually 
transpired from September to October of every year with 
daily hearings conducted to afford executive officials 
and other interested parties an opportunity to air their 
views. 

While the facade of the budget system established 
during the Jones Law underscored executive formulation, 
actual preparation of the budget was jointly undertaken 
by the Legislature and the Executive. The intervention 
of the two legislative leaders (President of the Senate 
and the Speaker of the House of Representatives) in the 
budget process was a strategic maneuver to solder the link 
between the Governor-General and the legislative body. 

This served to forestall wranglings between the two coor¬ 
dinate branches over minor matters and limit differences 
to fundamental points at issue. 

Speaker Sergio Osmeha of the House of Representatives 
summed up the distinctive features of budgetary innovations 
brought about by the enactment of the Jones Law in the 
following statement:39 


^Sergio OsmeHa, "Constitutional Reforms in the Philip¬ 
pine Islands," The Philippine Review , (December, 1917)» 

II, 6-7. 




Both in the House of Representatives and in 
the Senate, it was found that, although satis¬ 
factory provisions had been made for all exist¬ 
ing services and appropriations had been added 
for important extensions thereof and for more 
services, the requisition for funds for the 
Executive for 1918 was the lowest made during 
the last ten (10) years, notwithstanding the fact 
that the estimated receipts for 1918 were greater 
than the actual receipts for all the past years, 

It is certainly one thing to permit each bureau 
chief to make the most exaggerated requests, with¬ 
out any responsibility, subjecting him, in ex¬ 
change, to any arbitrary action on the part of 
the committees of the Houses and another to place 
the government on a footing of perfect responsi¬ 
bility and compel it to make its estimates as an 
organic and united whole, and to give a public 
account of the final and coordinate program. 

"x x x it (the budgetary system) inaugurates 
a regime of publicity, and places each power of 
the State within its own sphere of responsibility. 

It puts the finances of the government on an ap¬ 
proved commercial basis and joins the direct 
examination of the necessities of the country 
with the authority and duty to disburse the 
public funds in an economical and efficient 
manner. It makes the department heads more 
responsible to the Legislature and to the 
people. It frustrates any attempt to establish 
a vicious kind of legislation not demanded by 
public interest, known elsewhere as log-roll- • 
ing and pork barrel. It maintains the Legislature 
in a sphere of dignity and control, while 
it stays the hand of an arbitrary chief executive 
ready to make improper use of the veto power." 

Having experienced the liberal and tolerant administra 
tion of Governor Harrison, the control-oriented policy of 
Governor-General Leonard D. Wood (Harrison 1 3 successor) 
appointed by United States President Warren Harding, proved 
to be too hard a pill for Filipino leaders to swallow. 

The abrupt transition was dramatized by what the Filipinos 
considered an indiscriminate exercise by Governor Wood 
of the veto power. Among the significant bills passed 
by the Philippine Legislature in its 1925 session but 
vetoed by Governor Wood was the measure which proposed to 
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establish a budget bureau. The veto was predicated .±ot 
on objections directed at the establishment of the budget 
agency but at other features of the bill, specifically, the 
creation of a permanent committee of the legislature with func¬ 
tions duplicating that of the Insular Auditor and the proposed 
budget agency, and the requirement that estimates of the legis¬ 
lature and the judiciary be included in the budget by the Gov¬ 
ernor-General without revision. The latter provision was consi 
dered by Governor Wood as an encroachment on his budget pre¬ 
rogative. 

In the 1926 legislative session, another bill to reor¬ 
ganize the budget system was introduced."! Unanimously passed 
by the lower house and the Philippine Senate, this bill was 
transmitted to Governor Wood who vetoed it on the ground that 
the task of budget preparation was already being discharged 
in a competent and efficient manner by the Secretary of Finance 


40 

A finance committee created by joint resolution of 
the Senate and the House of Representatives of the Philip¬ 
pine Legislature in March, 1922 suggested the creation of 
an instrumentality to take charge of budget preparation. 
Governor Wood characterized this proposal as sound in 
principle and recommended implementing legislation. How¬ 
ever, Governor Wood was not amenable to other provisions in 
the legislative version of the bill. Hence the veto. - 
Report of the Governor-General to the President of the 
United States, 1922 (Washington: Government Printing 
Office, 1922), p.T 5 . 

^The principal provisions of the proposed legisla¬ 
tion follow: 

1) Presentation by the Governor-General to the 
legislature within ten (10) days following the 
opening of each regular session, of the budget 
estimates of expenditures for the ensuing fiscal 
year, with the understanding that estimated 
expenditures for the legislature and the Supreme 
Court shall be included without revision in the 
budget, and revenue estimates for the coming 
fiscal year; 

2) Creation in the Department of Finance of a Bud¬ 
get Commission under the supervision of the Secre¬ 
tary of Finance as Commission chief, and two com¬ 
missioners to be appointed by the Governor-General 
with the consent of the Senate, and 

3) Establishment of a Committee on Public Expendi¬ 
tures composed of a president chosen through concur¬ 
rent resolution of both houses, three senators and 
five representatives. - Dlarlo de Sesioneo de la 
Septima Legislature Filipina, (Manila: Bureau of 
Print ing, 1929)» I, 1072-ivjW. 



assisted by the Insular Treasurer. 4 The bill was re-passed 
by the legislature over the Governor’s veto, and as per the 
legislative procedure at the time, the issue was elevated to 
the President of the United States. Governor Wood was sustained 
in his veto by United States President Calvin Coolidge.^3 

In late 1927 , Colonel Henry L. Stimson who succeeded to 
the governor-generalship attempted to reconcile the interests 
of his position and those of the Legislature. Stimson advanced 
his compromise plan with t.ie following salient features. In 
the absence of supervening exceptional circumstances, the Legis¬ 
lature should give its conformity to expenditures proposed by 
the Governor .^ A contrary course of action on the legislative 
body's part would result in, the Governor-General's veto 
of the appropriations bill. 5 A score of objections were 
registered against the Stimson plan, foremost of which was 
the fear that the Legislature may be reduced to the status 
of a rubber stamp entoning a solemn "amen” to fiscal pro¬ 
posals of the Governor-General. It seems, however, that 
what prompted Filipino leaders to accept the plan was the 
inchoate expectation of a greater measure of autonomy which 
eluded them during Governor Wood's administration. In the 
parlance of chess, the Filipino, sacrificed the budgetary 
pawn to further their goal of capturing the king. 

Several patent flaws characterized the formulation of 
the budget under the Jones Law (1916-1935)« While the 


^ 2 There was included in the Governor's budget for 1927 
a position for an additional undersecretary of finance 
to take charge of budget work. Governor Wood justified 
this request by averring that "experience of many years 
has shown that the creation of the position Is very neces¬ 
sary for the submission of the budget to the Legislature 
within the time required by law."- Budget for 1927 of the 
Government of the Philippine Islands, (Manlla:Bureau of 
Printing, Y9‘2b), p. 27. 

^ ^Report of the Governor-General, 1927 , p. 23. 

*^The reason cited for the compromise plan by its 
author was the great demand for public improvements In 
proportion to increase in revenues, creating a need for 
intelligent executive consideration of insular expendi¬ 
ture.- Rtmort of the Governor-General, 1928, p. 17. 
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Secretary of Finance v;.3 entrusted with the responsibility 
of budget preparatic this was not accompanied by commen¬ 
surate authority to examine details of financial operations 
of executive agencies. The Secretary of Finance was thus 
constrained to rely on explanations and justifications pre¬ 
sented by executive agency heads concerning expenditure 
requirements. Inasmuch as the orientation of executive 
officials then was primarily geared to carrying out particular 
undertakings, cost-consciousness, if it did play a role at 
all in the determination of financial needs, was accorded 
only secondary billing. 

Another difficulty pertained to budget preparation being 
undertaken by the Secretary of Finance who headed a depart¬ 
ment coordinate with other executive agencies. Initial bud¬ 
getary decision-making proceeded on a plan wherein the Secre¬ 
tary of Finance’s budgetary decisions were viewed by his com¬ 
peers with suspicion of bias. Secretary of Finance Antonio de 
las Alas pointed cut that his department had to be conserva¬ 
tive in its estimates of expenditures for the internal revenue 
and customs bureaus - the two principal tax collection agencies 
of the government, simply because it "wanted to avoid the 
aspersion that it was favoring these bureaus because they are 
under the Department of Finance, which is in charge of pre¬ 
paring the budget."46 Likewise, the late President Elpidio 
Quirino, when he was the Secretary of Finance, admitted at 
the close of his incumbency in 1935 that there obtained the 
"jealousy and suspicion naturally arising among the other 
executive departments that its (Department of Finance's) atti¬ 
tude and decision upon expenditure allotments might be biased 
in favor of the Department and discriminatory against or neg¬ 
ligent of the interests anil needs of the other departments." 4 ? 
Another drawback was ascribed to the fact that the Department 
of Finance, already saddled with numerous tasks and confronted 
with the problem of lack cf personnel, could not help but 
consider budget-making a routine activity. Also, the finance 
department's inability to control actions of financial officers 
of executive bureaus hampered effective curtailment of unneces¬ 
sary expenditures. 0 


Tribune , May 8, 1936» P. 1* 

^Quirino E. Austria, "The Abolition of the Budget 
Commission - A Backward Etep in the Development of 
Public Management in the Philippines," (mimeo.), p. j5. 

48 

Jose L. Celeste, "Budgetary Reforms in the Philip¬ 
pines," in Pedro de la Liana, ed.. The Philippine 
Commonwealth Handbook, (Manila: General Printing Press, 

■rosy, P p.- i^-i9bv- 
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Budget inf? Under the Philip pine Commonwea lth.- The Tydings- 
McDuffie Law of 1^34 provided for the establishment of a 
Commonwealth government to administer Philippine political 
affairs. To a constitutional convention which met on February 
8 , 1955 to draw up a fundamental law was referred for settle¬ 
ment a dispute which arose concerning the legislative body’s 
prerogative to modify expenditure proposals contained in the 
President.'s budget. The original provision in the draft of 
the Constitution prohibited the National Assembly from in¬ 
creasing appropriations recommended by the President for the 
executive department# Delegate Serafin Marabut, then the 
Chairman of the House Committee on Appropriations, intro¬ 
duced an amendment seeking to prohibit the legislative body 
only from increasing total appropriations to an amount 
exceeding that proposed in the budget. This in effect would 
have given the legislators discretion to modify specific 
items by either eliminating or inserting new ones. 4 ? The 
proposed amendment, however, was rejected and the provision 
in the original draft making the determination of the Chief 
Executive as to the maximum expenditure requirements for 
the executive department conclusive and binding on the 
Assembly prevailed. 

Another change in the budget system was effected. This 
pertains to the time duration within which the President 
may aibmit the budget to the Assembly. Under the Jones Law, 
the Governor-General was required to submit the budget to 
the legislative body within ten (10) days from the opening 
of each regular session. The Philippine Constitution provides 
for the submission of the budget by the President within 
fifteen (15) days of the opening of each regular session of 
the Assembly.^ The addition of five (5) days was deemed 
necessary in order that the Chief Executive might have ample 
time to consider his budget before transmitting it to the 
legislature. 


^Austria, "The Abolition of the Budget Commission ... 
o p .cit., p. 4. 


^Constitution of the Philippines, Art. VI, sec. 19(1)• 
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The establishment of the budget office can directly be 
traced to a recommendation made by the Government Survey 
Board created in 1935 to study the governmental organization 
and recommend to the President changes designed to attain 
economy and efficiency in government operations. Commonwealth 
Act No. 5 which created the Board authorized the President to 
effect changes in the government machinery by executive order 
for a period of not more than six (6) months from the date of 
the approval of the act.51 it is significant to note that 
only in five (5) instances did President Manuel L. Quezon exer 
cise this reorganisation prerogative. One pertained to the 
establishment of the Budget Commission,5 2 The Board# in its, 
letter dated April 21# 1936 to President Quezon, stressed the 
need for an agency to undertake the preparation of the budget, 
investigate and study operational activities of different 
departments, bureaus and dependencies of the Government and 
handle the accounting function.53 Executive Order No. 25? 4 
creating the Budget Commission composed of three members— 
the Director of the Budget# the Commissioner of Civil Ser¬ 
vice and the Auditor General, was promulgated by President 
Quezon in line with the recommendation of the Board. To head 
the agency, the President appointed Chairman Marabut of the 


^Commonwealth Act No. 5, sec. 3, approved December 31, 

1935. 

5 2 The other recommendations implemented by executive 
order were: a) transfer of the Navigation Division to the 
Bureau of Customs.; b) transfer of supervision over provincial, 
municipal and city treasurers to the Department of Finance; 
c) transfer of certain functions of the Bureau of Science to 
other governmental units, and d) transfer of collection of rac 
registration fees to the Bureau of Internal Revenue.- Miguel 
Unson, "Reorganizing the Philippine Government," in Philippine 
Yearbook (Manila: Bureau of Printing, November, 1936), 
iWllST 
53 

y Report of the Government Survey Board , February 14, 
1938, (Manila - - Institute of Public Administration, Univer¬ 
sity of the Philippines, 195^), pp. 9-12. 

5 4 Dated April 25, 1936. The National Assembly passed 
Resolution No. 45 on September 30, 1936 ratifying the 
President's action.- Annual Report of the Budget Commission , 

1936. (Manila: Bureau of Printing, 193Y)* P. y« 
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Committee on Appropr: ations of the National Assembly. 55 

The Budget Comm .ssion immediately went about its task 
of improving the couitry’s budget system.5 b On May 11, 1936, 
the Commission issue 1 its maiden administrative order which 
established four (4) divisions directly supervised and con¬ 
trolled by the Budge; Director, namely, administrative, 
budget, expenditure ontrol, and service inspection.57 At 
the outset, a number of problems necessitating solution 
were thrust on the n w agency. The "school crisis" figured 
prominently as one of the major problems then besetting the 
Commonwealth government. The substantial fiscal outlay 
for public instruction since the advent of American rule not¬ 
withstanding, there was the annually recurring problem of 


^Director Marabut was appointed Under-Secretary of 
Finance and ex - officio Budget Director. President Quezon, 
in his letter apprising Delegate Marabut of his appointment, 
stated: "You have been chosen Director of the Budget because 
of your special fitness to undertake this most difficult and 
important task. As chairman of the committee on appropria¬ 
tions of the National Assembly, you are intimately acquainted 
with the previous budgets of this government, and as one of 
our commitments to give the country an honest, efficient and 
simple administration."- Graphic Magazine , May 14, 1936, p. 9» 

56a leading newspaper came out with an editorial laud¬ 
ing the establishment of the budget agency. In part, the 
comments follow: 

"The creation of the budget commission is one 
more step toward insuring the stability of our public 
finance. 

Under other democracies, militant minorities often 
succeed in their raid upon the public treasury. These 
minorities are so influential as a political machine 
that they can get their respective legislatures to 
enact class legislation and vote an annuity to each of 
their members. 

Here, fortunately, we have not these militant 
minorities. But unfortunately, we have their equivalent. 

We have the bureaucrats who would get all they can 
as a share of the general appropriations. Usually what 
they can thus get is wasted*money. 

The budget office will serve as an effective barrier 
to Idle or unprofitable expenditures by bureaucrats."- 
Trlbune , April 26, 1936, p. 4. 

^Annual Report of the Budget Commission, 1936, op. clt ., 

p. 8. 
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accommodating children of school age into public schools. 
Unsustalned activities ranked second in the list of the 
Budget Commission 1 s problems. Scarce governmental re¬ 
sources spawned activities which were not carried out 
effectively. Upon the Budget Commission devolved the 
task of distinguishing between essential and non-essential 
services, with a view to bolstering the former through In¬ 
creased financing, and abolishing the latter. A third prob¬ 
lem pertained to reforms in legislative authorization* While 
the fundamental law expressly forbids inclusion of provisions 
which do not specifically relate to particular item or Items 
of an appropriations bill,5^ said provision was then honored 
In the breach than in observance. The Budget Commission 
had still another major function-- that of collaborating with 
the Government Survey Board In conducting an Intensive analysi 
of organization problems of the Commonwealth government.59 

Credit for several Improvements in budget presentation 
for fiscal year 1937 went to the Commission. These innovatlor 
follow: a) a statement of new governmental activities under¬ 
taken as a result of the reorganization of 1936 and their 
corresponding fiscal outlays; b) inclusion of authorized 
special appropriations which previously were not reflected 
in the budget, and c) consolidation within the budget of 
permanent appropriations, continuing appropriations and ex¬ 
penditures payable from revolving funds. 

As to the important landmarks in the life of the budget 
agency during the Commonwealth period, the following can be 
identified: 

1. On October 30, 1937, President Quezon recommended 
, that the Budget Commissioner be given the rank and 
compensation of a department secretary. In the course 
of his speech advocating this proposal, the Chief Exec¬ 
utive made specific mention of the budget head as the 


^constitution of the Philippines, Art. VI, sec. 19(2). 

■^Serafin Marabut, “Bringing Order Out of Chaos - That*s 
the Job of the Budget Commission," Graphic Magazine , May 14, 
1936 , pp. 9> 48. 

^°Report of the United Sta tes High Commissioner to the_ 
Philippine Islands Covering the Period from November 15, 193.5. 
to December 31, 193b, {.Washington: Government Printing 

office, mnTrrrr. 



- 22 - 


11 eyes and ears of the President in the administration of 
his delidate task."® 1 President Quezon reaffirmed his 
conviction that the head of the budget agency should 
be represented in his official family when not long 
afterwards, he Issued Executive Order No. 147 dated April 
8, 1938° 2 ordaining that the budget director "sit and 
take part in deliberations of the cabinet wherein matters 
involving the expenditure of public funds and appointments 
of employees for the different departments, bureaus and other 
units of the Government, including the office under the 
President, are considered.^? 

2. Enactment of the Budget Law of 1938^ provided a 
basic framework for the Philippine budget system. Most of 
the provisions of this law are still in force, save for a 
few which were superseded by the Performance Budget Law of 
1954, & 5 The National Assembly, in passing the Budget Law 
of 19?8, recognized the salient need for a budget system which 
could compare favorably with budgetary schemes of other 
countries. The law served to incorporate developments in 


^Messages of the President (Manila: Bureau of Printing# 
1938), III, 237. 

62 Ibid., IV, 1310. ^Ibld . 

^Commonwealth Act No. 246 , approved December 17, 1937* 
in Public Laws of the' Commonwealth , Annotated (Manila: 

Jacobo & Sons, undated), II, 289-316. 

^Budget Commission, Budget Operations Manual (Manila: 

Bureau of Printing, 1957) Chapter 3, Sec; 2> p. 1. . 

The following were the significant features of the Budget Law of 193 

As to the form of the budget, Section 3 provided: 

"The appropriations for salaries and wages shall 
specify the positions, the number of each class, the 
respective designations, the salary rates authorized 
for the current year and those proposed for the ensuing 
year, and the items shall be grouped by bureaus and 
offices, x x x." 

Income and expenditures were categorized into ordi¬ 
nary and extraordinary. ’Ordinary expenditures’ was 
defined as those necessary for the ordinary operation 
of the government and are continuous and recurring 
in nature. All other kinds were deemed extraordinary. 

Provision was made for budget balance, with ordinary 
Income to be used primarily to provide for the ordi¬ 
nary operating expenses of Government, and except in 
national emergencies or serious financial stress, 
total authorized appropriations for ordinary expen¬ 
ditures should not exceed ordinary Income. 
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the Philippine budgetary field embodied in executive 
orders issued during the first two years of the Common¬ 
wealth government. 

5. Executive Order No* 144 of March 7» 1938 abolished 
the Council of State which had been revived by Governor 
Stimson. In its stead. President Quezon established an 
enlarged body of the same name. Of the ranking officials of t 
executive department appointed to special membership in 
President Quezon’s Council of State, one was the Budget 
Commissioner.^6 


4. In May of 1940, the position of Deputy Commis¬ 
sioner of the Budget was created in the budget agency to 
ensure continuity of functions in the event of a vacancy 
in the top position, or lhabllity of the Budget Commissioner 
to perform his duties.67 


Budgeting During the Japan ese Occupation .- Manila residents 
experienced‘ a'bleak New Year in 1942 with the occupation of 
the capital city by Japanese Imperial troops. Mayor Jorge 
B. Vargas of Manila was Instructed by the Commander-In-Chief 
of the Japanese Imperial Forces in the Philippines, in 
Order No. 1, to form a central administrative organization 
to be named the Philippine Executive Commission. 60 This 
was complied with, and Mayor Vargas, designated Chairman of 
the Commission, Issued on February 5> 1942 Executive Order 
No. 4 (subsequently approved by the Commander-in-Chief of 
the Japanese military forces on February 27, 1942) setting 
forth the general framework of governmental administration 
in the Islands, Section 2 of the Executive Order is rep¬ 
roduced verbatim Inasmuch as it is of direct relevance in 
this study:69 


^Joseph Ralston Hayden, The Philippines - A Study in 
National Development, (New YorEl The MacMillan Co., ±935)* 
pTTOk 

^commonwealth Act 549» Public Laws of the Commonwealth , 
(Manila: Floro P. Agustin), III, 590-591. 

^ Official Gazette , Vol. I, No. 1 (1942), p. 6. 

^compilation of Executive Orders of the Chairman 
of the Executive Com mission ^ From the files of the 
Malacariang library. 
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"Sec. 2. Budgeting and Auditing Office .- The 
authority and powers'of this Office shall ex- 
tend to and comprehend all matters relating 
to the preparation of the budget of necessary 
expenditures of the Government, to the release 
of funds and the expenditure of appropriations 
and allotments, to accounting procedure, in¬ 
cluding the keeping of accounts of the Central 
Administrative Organization and the government- 
owned or controlled corporations, the preser¬ 
vation of vouchers, the methods of accounting* 
the examination of vouchers, the examination 
and inspection of the books, records and papers 
relating to such accounts of all persons res¬ 
pecting funds or property received or held by 
them in an accountable capacity, as well as to 
the 'examination and audit of all debts and claims 
of any sort due from or owing to the Government 
• in any of its branches. It shall also be the duty 
of this Office to make from time to time a careful 
and thorough check and audit of all property of 
the bureaus and offices, not only of the Central 
Administrative Organization but also of the govern¬ 
ments of the provinces, cities, municipalities and 
specially-organized local governments, including 
Greater Manila." 

The positions of Auditor-General and Director of the 
Budget were merged and provision made for an Assistant 
Auditor-General and an Assistant Director of the Budget. 
Budget preparation and enactment adhered to the following 
procedure. The budget prepared by the Budget and Auditing 
Office was submitted to the Japanese Comraander-in-Chief for 
approval. After a number of days, the Filipino Chief Exec¬ 
utive was notified by letter signed by the Director-General 
of the Japanese military administration of the Japanese 
Commander-in-Chief*s approval. Upon receipt of this letter, 
an executive order appropriating public funds was then issued* 
A notable feature of an executive order so issued was the 
statement of a deficit with a supplication for an advance o^ 
six million Japanese-issued pesos and a promise of repay¬ 
ment.? 0 


?°Philippine Executive Commission, Office of the 
Chairman, Budget and Auditing Office, (Manila: Bureau 
of Printing, 19^2), pp. 5 at* seq . 




The consolidation of budgetary and audit functions 
constituted an unprecedented arrangement. Of possible 
Justifications for such an arrangement, the relative 
instability of the puppet government and rigid controls 
imposed by the Japanese military authorities may be con¬ 
sidered controlling. The wide range of functions entrusted 
the Budget and Auditing Office underscored economy in 
operations. Certain changes were effected later on in the 
organizational format for budgeting. An examination of 
the executive order appropriating funds for the fiscal 
period January 1 to December 31» 1944 reveals that by that 
time, the budget function was already being undertaken by 
the Ministry of Finance, specifically, by a Director of the 
Budget and Accounts and an Assistant Director of the Budget. 
This arrangement continued until the liberation of the 
Philippines from Japanese rule. 

The Budgetary S it uation Aft e r Liberation .- The Philippine 
Commonwealth government was restored to power on February 27 
1945. At that time, estimated income could hardly reach 
50# of the appropriations intended for national defense 
alone. The government had to dig, and deeply at that, into 
reserve funds in the United States such as the coconut excis 
tax funds, the gold standard funds amounting to sixty 
million (5*60,000,000) pesos and other funds in order to 
survive.t 2 Despite the trying difficulties which confronted 
Philippine government, it is to the credit of the Common¬ 
wealth administration immediately after liberation that 
significant strides were taken in the direction of national 
reconstruction. On March 8, 1945* President Sergio Osmena 
promulgated Executive Order No. 30 which appropriated funds 
for the Commonwealth government as reestablished for a 
portion of the fiscal year ending June 30, 1945 *** A month 


^Executive Order No. 39 (undated), (Manila: Bureau 
of Printing, 1944), p. £5. 

^ Congressional Recox'd , Senate, First Congress of the 
Republic or the Philippines, Special Session, 1:1, 

(March, 1946), 12. 

“^Official Gazette, Vol. 41, No. 1, April, 1945 » P« 521* 



and a half later, Administrative Order No. 5 was issued 
setting aside an amount over twenty-three million (P23>000,000) 
pesos for the operation of government entities.74 When the 
Congress composed of representatives and senators elected 
before the war (November, 1941) convened in special session 
for the first time. President Osmefla submitted a budget 
which was a reproduction of the 1942 General Appropriations 
Act with modifications deemed necessary in view of the re¬ 
quirements of the public service.75 This was approved by 
Congress when it enacted Commonwealth Act No. 725* 

The Budget Office occupied a prominent role in govern¬ 
mental affairs during this period. It was instrumental in 
the payment of two months' gratuity to those in the public 
service. It also extended technical assistance to President 
Osmefla in the preparation of financial statements used in 
connection with deliberations on rehabilitation measures 
then pending in the United States Congress. The Budget 
Office likewise commented on bills submitted to the Office 
of the President and legislative committees as well as those 
emanating from individual legislators. In addition, it 
conducted a study of the organizational set-up of the govern¬ 
ment which resulted in a report of the Chief Administration 
Researcher of the Office entitled "Organizational Reforms 
Economy, Simplicity and Efficiency of the Public Service."' 0 

Budgeting Under the Republic of the Philippines .- Follow¬ 
ing the November elections of 19 4 5> General Manuel Acufla 
Roxas succeeded to the Presidency of the Philippines, thus 
achieving the distinction of being the first President of 
the Republic of the Philippines as well as the last President 
of the Commonwealth. Independence was proclaimed on July 4, 
1946. Exactly six days after that. President Roxas trans¬ 
mitted a message to Congress recommending that the national 


7 4 Ibid ., No. 3, pp. 211-212. 

7 5ibld ., No. 6, p. 452. 

7^ Ten Months of President Osmefla 1 s Administration - A 
Review of Work Done Under Unprecedented Difficulties , 
January, 1946, (brochure), pp. 31-34. 
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approprlations for fiscal year 1946 be extended beyond the 
date of its expiration (June 30, 1946).77 Republic Act 
No. 1, enacted on July 15, 1946, incorporated this recom¬ 
mendation with the proviso that expenses incurred by authority 
of the act shall be charged against the items ft of the General 
Appropriations Act for the fiscal year 1947.7° 

It was also during President Roxas* incumbency that a 
Joint Philippine-American Finance Commission was established 
"to consider the financial and budgetary problems of the 
Philip]: ic government and to make recommendations thereon to 
the United States and Philippine governments with reference 
to taxes, budget, public debt, currency and banking reform, 
exchange and trade problems, reconstruction and development. 79 
The Joint Commission, while it did not go into a detailed 
study of the budget system, pinpointed some reform areas 
in the budget field, advocating increase of expenditures for 
certain sectors (health and public welfare, agriculture and 
commerce) and reduction of expenditures for others. 

President Roxas* concern for a sound budgetary system 
was evident in his message to Congress on the eve of the 
grant of Philippine independence. His comments on this oc¬ 
casion arc worthwhile citing, to wit:°° 

"I propose that our entire budget procedure 
be reviewed and that a more flexible technique 
both for determining budgetary needs and for allocat¬ 
ing our expenditures be devised. I propose that this 
Bureau of the Budget have the power of recommendation 
on revenue measures so that revenue and expenditures may 
be intimately coordinated." 


7 7papers, Addresses and Other Writings of President 
Manuel Ro x as, Ja nuar y, 194b to February 1/ 1947 ., (Manila: 
jBureau of~Printing> l9^b), I, 113. 

78 

Laws and Resolution s Appr oved During the 1st Ses ¬ 
sion and fc>peciar~Sossion of'~tne Second Congress of t he 
Commonwealth and o f the First C ongress of the Republic' of 
the Philippines , (Manila: Bureau of Printing, 1949)* 

79 

' Report and Recommendations of the Joint Philippine - 
American Finance Commission, (Washington: Government 
Printing O'fiice, 1947)7 pT Sf. 

80 

^"Message of President Roxas Before a Joint Session 
of Congress," Congressional Record, FlrBt Congress of the 
Republic of the Philippines, joint Session, 1:5# (June 3# 
1946), pp. 116-120. 
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President Roxas died in office on April 15, 19^8 while 
delivering a speech at the Clark Air Force Base in Pampanga. 
Vice-President Elpidio Quirino took over the helm of Philip¬ 
pine governmental administration and was subsequently elected 
in the 19^9 national elections. As in other countries adher¬ 
ing to the executive type of budgeting, the budget agency 
is closely identified with the Chief Executive. During Presi¬ 
dent Quirino's incumbency, administration critics directed 
their attacks at the Budget Commission. This even culminated 
in a move in legislative circles to abolish the Commission.81 
The period immediately prior to the advent of the Magsaysay 
era represented a trough in the cycle insofar as the Philip¬ 
pine budget agency was concerned. The Commission, however, 
was able to survive and under the Magsaysay administration 
proceeded to exert a pronounced impact on Philippine public 
management. 

In the national elections held in November, 1953* a 
relative newcomer in the Philippine political scene. President 
Ramon Magsaysay, triumphed. It was primarily during the 
Magsaysay administration that positive reforms were adopted 
in the country's system of public administration. A substantive 
segment of such reforms, specifically, developments in the 
budgetary field, constitutes the subject matter of this dis¬ 
sertation. 


Oi 

^Congressional Record , House of Representatives, 2nd 
Congress of the Republic of the Philippines, 3rd Session, 
3:5» (April 25, 1952). 



CHAPTER II 

THE INSTITUTIONAL SETTING 


Tho Philippine Constitution enjoins the President to 
submit to Congress within fifteen (15) days of the opening 
of each legislative session a budget of receipts and expen¬ 
ditures to constitute the basis of the general appropria¬ 
tions bill.l This constitutional mandate forms the basis 
of Philippine governmental budgeting-- a key process which 
influences and is in turn animated by the body politic. 

To better appraise the significance and extent of bud¬ 
get reform, a description of tho pre-reform budget system is 
in order. This chapter proposes to depict the varied facets 
of the Philippine budget system as it existed prior to the 
institution of fiscal reforms in 195^* Specifically, these 
are: organization for budgeting; the fund structure; budget 
formulation and executive budget review; legislative autho¬ 
rization; budget execution; fiscal control mechanisms, i.e.*» 
accounting and auditing, and fiscal reporting patterns. 

The Pre-Reform Budget System 

Organization for Budgeting .- Tho Budget Commission was a 
multi-headed agency wit"h the Budget Commissioner as chairman# 
the Auditor General and the Commissioner of Civil Service as 
members. Its principal functions were: a) the preparation of 
the annual national budget; b) supervision of the expendi¬ 
ture of authorized appropriations and special funds, and 
c) investigation and study of the organization and operations 
of the different departments, bureaus and offices to secure 
economy, consistent with efficiency, in tho public service. 

Tile Commission was organized into six divisions. Adminis¬ 
trative, Budget, Expense Control, Research and Law, Service 
Inspection and Accounting. The Administrative Division attend- 
ed to the auxiliary functions of the Commission. The Budget 
Division collated and reviewed agency budget estimates while 
the Expense Control Division acted on agency requosts for 
release of authorized lump sum appropriations from bond, trust 


• ^Constitution of the Philippines , Art. VI, sec. 19* 
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and other special funds, reversion of funds and transfer of 
allotments between items. The Research and Law Division, 
created in 1954, commented on proposed legislation, prepared 
legal opinions and drafted executive and administrative orders 
Originally conceived as a management improvement unit, the 
Service Inspection Division occupied itself with processing 
appointments to ascertain the legality thereof under existing 
rules, regulations and cabinet policies. The National Account 
ing Division supervised accounting units assigned to the 
different agencies. 

Fund Structure .- The fund structure was constricted with the 
existence of a considerable number of funds. This rendered 
difficult effective budgeting and accounting. As of fiscal 
year 1955* these funds were grouped into seven (7) principal 
categories, namely, General, Special, Ficuciary, Bond, 
Depository, Redemption and Sinking Fund. 2 There accrued to 
the General Fund a total income, including transfers and 
reversions from the various special and other funds, amount¬ 
ing to P667 million. The Special Fund consisted of funds 
each of which had been legally established for a specific 
purpose, deriving income from revenue measures levied for 
the purpose. The Special Fund encompassed 176 separate funds 
with income and transfers amounting to P121 million. Similar¬ 
ly, there were about seventy (70) funds comprising the 
Fiduciary Fund set up to account for assets entrusted to a 
governmental unit as trustee. The total Fiduciary Fund as 
of the close of fiscal year 1955 amounted to over P57 million. 

To the Bond Fund which registered a total income of 
P78 million accrued advances from the Central Bank of the 
Philippines to the national government and to government- 
owned and/or controlled corporations as well as proceeds 
from bond flotation. Conversely, there existed a Sinking 
Fund, aggregating ¥>223 million, accounting for revenues to 
be used for retirement of government-issued bonds. Depository 
funds constituted nearly FI 9 million, and the Redemption 
Fund ¥600,000.00. 

Executive Budget Formulation and Review .- The prescription 
for a line-item system of budgeting was integrated in the 
Budget Act of 1938.3 Appropriations for salaries and wages 


^Figures for this section were obtained from the Report 
of the Auditor General to the President and the Congress of 
the Philippines for the Fiscal Year from July I, 195*+ to 
June 30> 1955 * (General Auditing Office; January 17»1^5 d)• 

^C.A. No. 246, op. clt . 
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spec if led the positions, number of each class, the respec¬ 
tive designations and Balary rates of agency employees. 

Budget items were grouped by bureaus and offices, with 
appropriation items for each class of sundry expenses, fur¬ 
niture and equipment, and those for special purposes conso¬ 
lidated for each corresponding department. The agency 
budget proposal thus listed down the different expenditure 
objects in conformity with the classification of accounts 
prescribed by the Auditor General. 

Executive budget review constitutes an essential 
phaBe of budgeting, considering the penchant of adminis¬ 
trators for activities pertaining to their agencies or 
those falling within their specialized fields of interest. 

At successive levels, therefore, there must exist tech¬ 
niques and devices for toning down budgetary requests which 
do not accord with policy guides prescribed for governmental 
spending. 

Agency revenue estimates and expenditure proposals 
were transmitted to the Department of Finance and the Budget 
Commission, respectively, in late November of each year. 
Agencies dealing with the Budget Commission had to transact 
with several organizational units of the central budget 
agency, the work of each unit being circumscribed within a 
particular sphere of activity. Budget examiners in the 
Budget Division concerned themselves almost exclusively with 
the examination of agency expenditure proposals while those 
in the Expense Control Division passed upon special budgets, 
lump sum appropriations and appropriations authorized under 
special legislation. These examiners analyzed, verified and 
scrutinized agency proposals, preparing in the process "dif¬ 
ference sheets" incorporating changes in budget requests and 
the comparison between agency requests between fiscal years. 

A number of defects in budget formulation and review 
before the fiscal reform ora can be cited. One was the lack 
of an adequate base for examination of expenditure requests. 
This stemmed from agency non-compliance with the requirement 
calling for the inclusion of narrative statements setting 
forth anticipated accomplishments for the current fiscal 
year, programs proposed to be undertaken for the incoming 
fiscal year and the methods to be used for attaining desired 
goals.^ A judicious ascertainment of agency needs was thwarted 


^With the exception of the Bureau of Science, no 
bureau or office complied with Budget memorandum 
circular dated August 30, 1952.- Budget Commission, Budget 
Memorandum Circular dated December 5» 1952. 
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by detailed itemization of budget proposals. Furthermore, 
there was a conspicuous dearth of qualified budget personnel 
both in the Budget Commission and in the agencies. Budget 
examination thus settled to a routine with paring of expen¬ 
diture proposals as the primary criterion of budget examin¬ 
ing efficiency.5 

After the Budget Commission had gone over the entire 
budget, the same was transmitted to the Chief Executive for 
approval. The President's budget message was then prepared, 
the budget document printed, and the budget transmitted to 
Congress. 

Legislative Authorization of the Budget .- The appropriation 
of funds to finance governmental operations is a legislative 
prerogative, no discretion being left to the Treasury.® Con¬ 
gress possesses a potent vehicle of control in this ''power 
of the purse." Annually, administrators have to justify the 
operations of their respective agencies before the two legis¬ 
lative finance committees. The nature of legislative review, 
however, is c'nameleon-like in that its hues can change 
depending on how this prerogative is exercised. Conducted 
on an intelligent plane, no better assurance can possibly 
be conceived of to further the cause of responsive and 
responsible administration. Yet there is every danger of 
its transformation into a mace of oppression to cow adminis¬ 
trators into submission. 

Legislative authority varies depending on the nature 
of the fiscal outlay. Congress exorcises full control with 
respect to the public works appropriations act. As to the 
regular national budget, congressional authority is some¬ 
what limited in that the legislature is not empowered to 
increase the appropriations recommended by the President 
for the operation of the government as specified in the 
budget, except appropriations for Congress and the judi¬ 
ciary.? 


^In this, the Budget Commission was quite success¬ 
ful. As per annual reports of the Commission, in fiscal 
years 1953 and 1955* the central budget agency scalpel 
succeeded in reducing agency expenditure requosts by F145 and 
P303 million, respectively. 

^ Constitution of the Philippines , Art. VI, Sec. 23 (2)* 
? Constitution of the Philippines , Art. VII, sec. 19. 
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Once the printed budget was submitted to Congress, the 
Committee on Appropriations of the House of Representatives 
would conduct budget hearings wherein department secretaries, 
bureau directors and other ranking agency administrators 
had to defend their proposals. After this, the budget would 
be introduced and reported for floor discussion and amend¬ 
ment in the lower house. Following these deliberations, the 
budget was transmitted to the Senate Finance Committee 
which then would undertake a study and scrutiny of propo¬ 
sals contained therein prior to enactment by the Senate of 
the appropriations bill. The bill then had to be coursed 
to the President for approval.“ 

Budget Execution and Control. - Upon the enactment of the 
appropriations bill into law, there commences another dis¬ 
tinct phase of the budget process— budget execution and 
control which is concerned with the adoption of plans for 
use of appropriated funds and enforcement of controls to 
direct and limit expenditure of appropriated amounts. 

Budget execution and control made principal use of 
the allotment device which is designed to prevent depletion 
of appropriations before the end of a fiscal period. Until 
1952, the only budgetary control over expenditure of agency 
funds was wielded by accounting officers through their 
refusal to certify payment of further obligations after ap¬ 
propriations have been exhausted. The Budget Commission was 
consequently besieged by requests for deficiency appropria¬ 
tions from agencies that had spent funds at a rate which 
depleted their appropriations even before the end of the 
fiscal year. 

The allotment procedure then existing adhered to a 
prescribed pattern.9 The fiscal year was divided into 


o 

The Philippine President is empowered to veto any part¬ 
icular item or items of appropriations bill, but the veto 
does not affect the item or items to which he does not object.- 
Ibid ., Sec. 20 (2). 

^Republic Act No. 906, General Appropriations Act for 
the fiscal year l'95^> in Laws and Resolutions Passed during 
t he Fourth Sessio n of th e Second Congress of the Republi c of 
tfie Philippines, (Manila: Bureau of Printing, I5W7 VIII/ 
lFJ-i'f21- 

The initial measure which provided for budgetary control 
was Administrative Order No. 17B issued on February 6, 1952. 
Under this order, agencies were required to make quarterly* 
allotments of each appropriation item to prevent overdrafts 
and to render quarterly reports on expenditures incurred. 

In the event that expenditures exceed the allotment by more 
than 10$, agencies had to submit a statement enumerating the 
steps taken to correct the situation. 




four (4) quarterly allotment periods beginning on the 
first day of July through April of the next calendar year. 
Twenty-five (25) days before the start of an allotment 
period, each bureau, office or agency had to submit to 
the Budget Commissioner a request for allotment of funds 
consisting of estimates for each activity or purpose. 

Each allotment request was screened to determ;\ne its 
conformity with the terms of the appropriation and agency 
needs. The Commissioner had to notify agencies of their 
allotments at least five (5) days prior to the beginning 
of each allotment period. To avert a deficit, the Commis¬ 
sioner was empowered to effect requisite reductions in 
allotted amounts whenever tax receipts failed to come up 
to anticipated levels. 

Concerning agency authorization to utilize, subject to 
presidential approval, unexpended appropriations to cover 
deficits in other items, another form of,budgetary control 
obtained. Transfers effected between items were restricted to 
25$ of the original appropriation provided for the supplemented 
item. 10 


The Budget Document and Its Scope .- The budget document for 
fiscal year 1954 was a voluminous compendium numbering 1,250 
pages. The object classification had four major schedules; as 
follows— salaries and wages, sundry expenditures, furniture 
and equipment, and special purposes. The salaries and wages 
schedule listed each position by title, grouped into divisions 
and other units within the agency and sometimes even place of 
assignment. 11 Likewise, this schedule indicated the salary of 
the incumbent, authorized as well as requested for the coming 
fiscal year, and the item number of the position in the pre¬ 
vious appropriations act. Part I covered ordinary expenditures 
and Part II extraordinary expenditures. In addition, the budget 
document contained the President's budget message, resume of ' 


10 Ibid., sec. 4. 

11 In the budget for fisoal year 1955> expenditure 
proposals were presented by bureaus and/or offices, not by 
departments. Positions were grouped according to designa¬ 
tions and rates of compensation, arranged in the order of salary 
rates..- Republic of the Philippines, Budg et for the Fiscal 
Year 1955 , (Manila: Bureau of Printing*, ’X95%T* 
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receipts and expenditures and summary statements of income 
and expenditures. 1 *- Forty-one (41) object classifications 
were maintained in the summary statements for both ordinary 
and extraordinary expenditures. The main functional classes 
for government expenditures were: public education, national 
defense and economic development. 

Budget comprehensiveness was definitely lacking as the 
budgets of government corporations did not have to undergo 
the regular process of executive review and legislative 
authorization. Annual and supplemental budgets of government 
corporations were not submitted to either the Budget Commis¬ 
sion or Congress but instead were reviewed and approved by 
the Administrator of Economic Coordination. 14 Only the balance 
sheets of government corporations were appended to the budget 
document thus affording only a bare glimpse into their fiscal 
operations. There have been attempts by Congress to control 
the finances of government corporations expressed in bills 
subjecting budgets of these enterprises to legislative review. 
However, these attempts proved abortive on account of the exer¬ 
cise of the presidential veto power, based on the philosophy 
that government corporations should be given flexibility in 
their operations. 

Public works appropriations were authorized separately 
and did not form part of the national budget. The Public Works 
bill was prepared by the Department of Public Works and 
Communications and encompassed estimates of expenditures 
for construction of public works projects as well as exten¬ 
sions or betterment of existing public improvements. The 
"pork barrel" system was enshrined with the apportionment 
of public works appropriations among congressional districts. 

Special money measures and supplemental or deficiency 
appropriations drawn against either the General, Bond or 
the host of special funds were enacted by Congress in spo¬ 
radic fashion, sometimes with little regard to the condition 
of the Treasury. Thus, there were instances where statutes 
appropriating money for one purpose or another could not be 


12 Republic of the Philippines, Budget for the Fisc al 
Year 1954 * (Manila; Bureau of Printing, T953TT 

1 3 Ibld ., p. 70-a. 

^Executive Order No. 386 , Sec. 3, December 22, 1950- 
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impleraented due to lack of funds.15 

As a result of the violation of the principle of com¬ 
prehensiveness in budgeting, the magnitude of government 
spending could not be determined with precision. In fiscal 
year 1956, the aggregate amount appropriated through the 
Public Works Act, supplemental and other appropriations even 
exceeded the regular budget appropriations. Had all these 
appropriations been expended, government disbursements would 
have amounted to nearly PI.6 billion, constituting about 
20# of the national Income. 16 Actual disbursements for that 
fiscal year came up to P992.8 million.17 


Governmental Accounting 

Over a twenty-three (23) year period (1936-1959)* the 
accounting function had been shuttled from one government 
Instrumentality to another. Accounting units, organized on a 
decentralized basis since the introduction of American rule, 
were first placed within the Budget Commission's orbit of 
control in 1936. Two years later, the General Auditing Office 
assumed supervisory jurisdiction over accounting units. The 
central budget office would have regained control over the 
accounting function had it not been for the outbreak of the 
second World War. Pursuant to an executive order promulgated 
in May, 1945* the General Auditing Office resumed its account¬ 
ing control, an arrangement which as claimed by many result¬ 
ed in the relaxation of auditing surveillance. In 1947* the 
accounting units were returned to their respective bureaus 
and offices, with their supervision lodged in the Budget Com¬ 
mission. The accounting services were definitely placed under 
the supervision and control of the central budget agency 
in 1950 with the enactment of Republic Act No. 433. Only 
after nearly a decade was a decentralized pattern again adopt- 


^This prompted the Auditor General to recommend that 
before enactment of any appropriation law, the source of funds, 
should be first determined by consultation with the fiscal 
agencies of the government.- Report of the Auditor General to 
the President and t he Congress~~of the Philippines for the 
'fiscal period from Jul/Tl 1952 to June 30, 1953 , (typewritten), 
xvi-xvii. 

°Angel Q. Yoingco, "Economic Development Outlays and 
the National Budget, Economic Research Journal, (December, 
1955)* II* P. 115. 

17 

'Data supplied by the Accounts Division, Central 
Accounting Service, Budget Commission. 





ed with the restoration.of the accounting function to the 
agencies in 1959 . 

Thus, during the period immediately preceding the insti¬ 
tution of fiscal reforms. Integrated within the Budget 
Commission was a National Accounting Division which supervised 
the score of accounting units stationed in the different agen¬ 
cies of government. These units were so dispersed that it 
was not uncommon for a single accounting team to service the 
accounting requirements of several unrelated agencies repre¬ 
senting different departments (an accounting unit for the 
General Auditing Office, Weather Bureau and the Office of Eco¬ 
nomic Coordination; another for the Bureau of Immigration and 
the Bureau of Fisheries). The Budget Commissioner was autho¬ 
rized to make changes in the distribution of a3 well as as¬ 
signment of accounting units and their personnel in line with 
the requirements of the service. 

An element of incongruity obtained in that while control 
over the accounting organization was vested in the Budget Com¬ 
mission, legal authority of the General Auditing Office 
extended not only to the examination and inspection of govern¬ 
mental accounts but to all matters of accounting procedure as 
well, including the keeping of the accounts of the government, 
the preservation of the vouchers pertaining thereto and the 
methods of accounting.1^ Thus, the Budget Commission, through 
its constituent accounting units, merely implemented ac¬ 
counting regulations and instructions of the General Audit¬ 
ing Office. 

The system of accounts was established by an American 
accounting firm about 1910, designed to preserve centralized 
control and was adapted to a small volume of transactions. 

The accounting procedure was known as the “voucher system." 
Authorized agency appropriations were released through jour¬ 
nal vouchers by the General Auditing Office, The release of 
appropriations for sundry expenditures and for furniture and 
equipment was effected through the department head who ap¬ 
portioned such appropriations among the various bureaus and 
offices through allotment orders. Those for salaries and 
wages were directly released to the agencies concerned. Ap¬ 
propriation releases were then set up in the accounting offi¬ 
cer^ books of accounts against which all disbursements were 
made. All payments had to be verified,'classified and abs¬ 
tracted prior to summarization in the monthly trial balances 
submitted to the General Auditing Office. 


^Revised Administrative Code , sec. 584. It was only 
on April 10, 1957 when the General Auditing Office issued 
General Circular No. 49 delegating to the Budget Commission 
the Auditor General 1 s responsibility for developing and 
installing accounting procedures. 
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Certain flaws inhered in the accounting system. Control 
and subsidiary accounts were handled at the same level and 
sometimes even by the same individual. This precluded an 
effective check on the accuracy of accounts and did conduce 
to malpractices. Another deficiency related to the accumula¬ 
tion of unliquidated balances of accounts payable, accounts 
receivable and cash advances in the books of the national 
government. The total amount of unliquidated balances reached 
the staggering sum of nearly one and a half billion pesos in 
1955*^9 Moreover, a systematic classification structure of 
accounts had still to be developed as well as an ordinate and 
methodical summary presentation of accounts. The accounting 
function was held to be synonymous with its recording phase— 
bookkeeping. Correspondingly, there was a dearth of financial 
data and information essential to intelligent policy formu¬ 
lation. 


Governmental Auditing 

Through audit, a determination is arrived at as to whether 
accuracy, integrity and fidelity have characterized gqvern- 
mental fiscal transactions. A constant watch is thus maintained 
on the legal aspects of transactions involving receipt and 
expenditure of public funds. 

The General Auditing Office in which has been lodged the 
audit function could be compared to an ineffectual administra¬ 
tive behemoth, with its personnel complement of over three 
thousand. Saddled with diverse responsibilities ranging 
from approval of fidelity bonds of accountable government 
employees to inspection of supplies, the audit agency had 
to plod along, in the process utilizing near-obsolete 
procedures. Entrusted with the audit responsibility were 
three units— the Revenue and Miscellaneous Audit Depart¬ 
ment which examined, audited and settled revenues, col¬ 
lections and other receipts, and the National Disburse¬ 
ments Audit Departments * A * and ’B 1 which audited accounts 
of regular government agencies. 


1 ^These balances have accumulated during the ten fiscal 
years commencing 19^5• To cope with this pressing problem. 
Administrative Order No. 156 created the National Accounting 
Committee in December, 1955- The Committee was composed of 
Budget Commissioner Dominador Aytona as Chairman, with Sec¬ 
retary of Finance Jaime Hernandez, Auditor General Pedro M. 
Gimenez and Atty. Bernardo Bumatay, Chief National Accountant as 
members.- "The National Accounting Committee," in the 
Philippine Journal of Accountants , January 1959» Vol. I, 

No. 1, p. I9. 
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In addition to the regular post-audit, pre-audit was 
extensively used.20 Auditing involved examination of all 
books of accounts, subsidiary records and supporting docu¬ 
ments. Much of the post-audit work was years behind. Back¬ 
logs of the General Auditing Office afforded an induce¬ 
ment to the commission of fraud. When irregularities were 
discovered, the amount was greater, chances of recovery 
were less and corrective measures were taken too late.^ 1 


Financial Reporting 

There existed legal and administrative provisions con¬ 
cerning financial reporting. The Budget Commission was 
required to transmit records of all allotments and modifi¬ 
cations thereof to the Auditor General and the chairmen of 
the two legislative finance committees.22 The central budget 
agency in turn required accounting officers to submit a 
report of their observations and comments on the financial 
condition of their respective agencies. 2 3 in the main, how¬ 
ever, the task of financial reporting devolved on the General 


20 The following disbursements were pre-audited: a) pay¬ 
ment for supplies, materials and equipment; b) travel expenses; 
c) contractual payments; d) first as well as last salary pay¬ 
ments of government employees; e) leave commutations; fj pen¬ 
sions, gratuities and retirement benefit payments; g) claim 
for refunds; h) .controversial payments; and i) payments 
effected through treasury warrants.- Pedro Glmenez, "Auditing 
and Financial Reporting," in Odell Waldby, ed., Philippine 
Public Fiscal Administration (Institute of Public Admlnlstra- 
TTion, University of the Philippinesr. 195*0» P. 160* 

21 Booz, Allen and Hamilton, Summary Report-Auditing, 

Phase II, April, 1957» P* 13. 

^Republic Act No. 906 , sec. 9. The Budget Commissioner 
was also required to maintain records showing at all times by 
funds, accounts and other pertinent classifications for amounts 
appropriated the estimated revenues, actual revenues or receipts, 
amounts allotted and available for expenditure, unliquidated 
obligations, actual balances on hand and the unencumbered 
allotment balances for each bureau, office or agency. 

2 ^Budget Commission, Budget Circular Order No. 392 , 
September, 1953. 
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Auditing Office. 21 * 

During the period immediately preceding the institution 
of budget reforms, the Auditor General's Report was not sub¬ 
mitted until after Seven or eight months following the ter¬ 
mination of the fiscal year. A number of reasons can be 
ascribed for this delay. The General Auditing Office had to 
rely on a consolidation of the monthly trial balances submit¬ 
ted to it by accounting officers. Accounting officers were 
often late in the submission of their trial balances, espe¬ 
cially those for special budgets which were acted upon several 
months after the close of the fiscal year. Also, defects in 
the trial balances attributed to the indifference of agency 
accounting personnel contributed to the delay in putting out 
the Report . 

That the fiscal reporting system suffered from a number 
of flaws is evident. Most legislators and executive officials 
were not inclined to peruse the bulky financial reports. The 
Auditor General's Report consisted of about 600-700 pages 
weighing some four to five pounds. Likewise, in the lower 
echelons of the fiscal administrative pyramid, scarce atten¬ 
tion was paid to legal and administrative requirements of 
fiscal reporting. It evinces little surprise therefore that 
the Auditor General's Report for fiscal year 1953 was mimeo¬ 
graphed and issued only in February, 1954. Other financial 
reports vied with the Auditor General's Report in tardiness 
of submission, i.e ., the Department of Finance's report for 
fiscal year 194‘ETlJhlch came out only in 1951 and the report 
of the Budget Commission for fiscal year 1955 which was made 
available in March, 1956. Thus, fiscal reports extant prior 
to the budget reform movement possessed little more than 
limited historical value. Another serious weakness in fiscal 
reporting pertained to variance in fiscal statistical data 
between official government reports. 

One commendable addendum to the series of fiscal reports 
was the National Budget in Brief published by the Budget Com¬ 
mission UrTT^n So voluminous and complicated was the line- 
item budget document that to most laymen it was entirely in¬ 
comprehensible. The Budget Commission publication set forth 
in its first volume the principal features of the fiscal year 
1956 budget. The second volume presented by means of concise 
text and charts the financial plan of the government, the 


2l *The fundamental law explicitly enjoins the Auditor 
General to submit to the President and the Congress 
of the Philippines an annual report covering the 
financial condition "and operations of the Government.- 
Constitution of the Philippines , Art. XI, sec. 4. 
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source b of the budget peso and the expenditure programs pro¬ 
posed to be undertaken. 


Budgeting and Economic Development 

Economic development relates to the process whereby real 
Income potentialities In underdeveloped areas are utilized with 
a view of achieving desirable levels of Income, production and 
employment. A key determinant factor In this process Is the 
optimum utilization of developmental expenditures. The govern¬ 
ment budget can contribute in no small measure to effecting a 
dynamic pattern of resource allocation consistent with the 
requirements of accelerated economic growth. 

The extent of government Involvement and influence in 
the developmental process would vary depending on the charac¬ 
ter of the economic setting. In an economy which is principal¬ 
ly private enterprise-oriented, the non-government sector 
largely determines the method as well as the timing of the 
utilization of economic resources. This does not, however, 
eclipse the role which government may assume in providing an 
atmosphere conducive to an increased tempo of activity in 
the private sector via well-conceived and properly implemented 
policies integrated in an effective resource utilization 
scheme. 

In the Philippines, government provides social overhead 
in the fields of health, education and social welfare which 
to an appreciable extent constitutes an essential element 
of economic growth. It brings its influence to bear on 
Investment decisions in the private sector, paving the way 
for a pattern of resource allocation calculated to serve 
developmental objectives. Thus, tax exemption has been 
accorded to selected industries as a policy to stimulate 
private entrepreneurial activities. The government has also 
pioneered in capital-intensive undertakings and in essential 
productive areas where private enterprise is reluctant to 
venture. Similarly, through Its expenditure policies, public 
investment resources may be concentrated on "impulse sectors 
like power. Irrigation and public works construction. 

There has been an increasing reliance on the national 
budget as an Instrument for economic development. Aside 
from reflecting financial authorizations for c-arrying out 
governmental functions, the budgetary process tfl relied upon 
to implement the nation’s fiscal programs. A mone potent 
device for the formulation and execution of public programs 
can hardly be conceived of, especially when we consider the 
level of total public spending in relation to gross national 
product. 
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Table 1 

Level of Public Spending and Gross National Product 


Fiscal Year 

Level of Public G.N.P. 

Spending 

(In Million Pesos) 

Spending as 
# of G.N.P 

. 1954-1955 

9*1,272.7 

98,856 

14.37# 

1955-1956 

1 . 497.9 

9,121 

16.42# 

1956-1957 

1,785.6 

9.394 

19.01# 


Source: Angel Q. Yolngco and Antonio C. de la Cruz* 

"Government Spending for Economic Development*" 
In the Economic Research Journal * Vol. Ill* 

No. 4, March, 1957® PP- 220-221.' 


Q?£i Id le 2 

Level of Public Spending of the National 
Government, Local Units of Government 
and Government Corporations 

(In Million Pesos) 


F.Y. 1955 

National Government 9809.2 

Local Governments 220,6 

Government Corpora- 

tions 242.9 

9*1,272.7 


F.Y. 1956 

‘ F.Y. 1957 

9*1,013.0 

91,215.6 

232.5 

250.0 

252.4 

320.0 

91,497.9 

9*1,785.6 


Source: Angel Q. Yolngco and Antonio C. de la Cruz, 

"Government Spending for Economic Development," 
in the Economic Research Journal, Vol. Ill, No. 4, 
March, 1957» p. 22l. 


Economic Development Programs .- In January, 1957® the Nation- 
aT Economic Council adopted its .Vive-Year Econom i c and Social 
Development Program (1957-1961) which envisioned""*a gross 
national produce of 9*10.07 billion in fiscal year 1957 in¬ 
creasing at an almost even rate of 6# to 7 # annually with a 
target of 912.87 billion for fiscal year 1961. To achieve 
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this growth, the program estimated a total investment require¬ 
ment of about 95*2 billion. This program was, however, shelved 
by President Magsaysay who endorsed the Budget Commission’s 
Five Year Fiscal Plan incorporated in the budget for fiscal 
year T95&7Z5 The formulation of this fiscal plan was governed 
by three dominant considerations, namely:26 

a. to maximize the amounts which can be made avail¬ 
able for the Government’s economic development 
program; 

b. to maintain monetary stability by placing a 
limit on and carefully scheduling all public 
borrowings; and by continuing the policy of a 
flexible managed currency, and 

c. to give the economy a moderate expansionary 
character while keeping new injections into 
the money flow under effective control by ad¬ 
vance planning and by releasing such amounts 
only as the economy can absorb without exert¬ 
ing undue inflationary pressures.” 

The fiscal plan has one principal shortcoming— it 
doeB not include transactions of government financial insti¬ 
tutions, operating income and expense of corporations and 
loans to government corporations from commercial banks or 
government financial institutions. 

The amounts originally proposed to be devoted to eco¬ 
nomic development under the Fiscal Plan were as follows; 2 / 


2 5por an exhaustive study of the ecological planning 
structure and the political setting of economic and social 
development programming, see Jose D. Soberano, Economic Plan¬ 
ning In the Philippines: Ecology, Politics and Administration 
lunpublished doctoral dissertation. University of Michigan), 
I960. 

26 

°Republic of the Philippines, Budget for Fiscal Year 
1958 , (Manila: Bureau of Printing, 1957)»"p- 7* 

^Budget for the Fiscal Year 1958, op . clt ., p. 11-a. 
Actually, the following amounts were expended': 1957 - P'373.0; 
1958 - P‘379.2; 1959 - P‘322.5; and i960 - p4o6.4.- Republic 
of the Philippines, Budge t for the Fiscal Year 1962 (Manila: 
Bureau of Printing, I961), p. 8-a. . ! 
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*506.6 

549.7 

576.5 

6°5.9 

617.4 


On January 2, 1959.. the National Economic Council 
approved Its Three-Year Program which recommended certain 
changes with respect to monetary policy and organizational 
realignments in the planning machinery. This program 
shared the fate of its predecessor inasmuch as it was not 
even mentioned in President Carlos P, Garcia*s state-of- 
the-nation address and budget message in January and 
February of 1959* respectively. 20 


Thus, the plan being followed at present is the Budget 
Commission's Fiscal Plan . To ensure flexibility and long- 
range continuity in fisca1 planning, targets set are re¬ 
vised from time to time to conform with changing conditions. 
In 1959* the following factors were taken into account in 
up-dating the plan;29 

1. a downward trend in. expected revenues from 
existing sources and the failure of the 
legislature to enact the President's pro¬ 
posed tax program, and 

2. the need to further stabilize the value of 
the Philippine currency by a more limited 
use of credit. 

Under the fiscal plan integrated in the fiscal year 
1962 budget, an annual increase in national income of at 
least 5.4# is expected for the succeeding five fiscal years. 
The following fiscal policies are used as guides in promot¬ 
ing economic growth and stability;30 


2 ^Soberano, op . clt ., pp. 459-460. 

2 9j3udget Commission, Budget Circular Noi 95 * July 20* 

1959. 


3°ibld.* p. 8 
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1. Deficits shall not be incurred for ordinary 
operations; 

2. Recourse to public credit shall be .made only 

for developmental projects of great priority, 
while the public debt shall be serviced adequate 
ly and shall be consistent with monetary •• 

stability. 

3. The collection of existing taxes shail be 
intensified and our tax structure shall be 
revised to distribute the tax burden equi¬ 
tably and to provide reasonable stimulus 
to economic growth; 

4. Tariffs shall be modified to extend suffi¬ 
cient assistance to domestic producers and 
to yield fiscal revenues, but undue burden 
to consumers shall be avoided, and 

5* The financial means of local governments 
shall be increased to enable them to have a 
greater share In the task of economic and 
social development. 

The expenditures and resources calculated in the 
present Five-Year Fiscal Plan are summarized hereinbelow: 


Table 3 

EXPENDITURES AND RESOURCES 
Fiscal Years 1961-1965 
(in million pesos) 


Expenditures 

lg60 

1961 

1962 

1 361 

1?64 

1. Economic develop- . _ _ 

ment 

5406.4 

5464.6 

5481.4 

5481.7 

5476.9 

2. Social development 

418.9 

508.1 

522.1 

530.3 

530.3 

3. National defense 

190.1 

192.5 

194.5 

203.2 

205.3 

4. Debt service 

78.1 

64.6 

69*3 

97*9 

101.9 

5. General government 

129,5 

122.8 

147.5 

141.5 

156.3 

Total 5*1,223.0 

1,352.6 l,414.o 

1,447.4 

T747CI73 


Resources . 

1. General fund 957*5 1#023.0 1,088.4 1,122.8 1,149.2 

2. Special and fiduciary2l4.6 188.0 190.9 212.6 228.5 

3. Public borrowings 69*6 139*8 111.9 97*2 76.0 

4. Other public bor¬ 

rowings 26.7 4.9 25.9 36.8 36.2 

5. Reparations 5*1 _ 6.7 _ 8.6 10.6 12.6 

Total PI,'273.5 1,362.4 1,426.7 1,400.0 1,503»I 

Source : Budget Commission Five-Year Fiscal Plan . 
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The Emergence of Fiscal Policy and Its 
Assumption of a Major Hole In Philippine 
Government 


In the Philippines, there has been an increasing recog¬ 
nition of the significance of fiscal policy in promoting 
economic developmental objectives. Corollary to this is the 
growing acceptance of a comprehensive fiscal plan to chart 
the direction of the country's advancement. The proposition 
may be ventured that on the nature of decisions arrived at in 
the fiscal policy sphere depends to a great extent the attain¬ 
ment of economic progress by the Republic. 

At the start of the last decade, it was already evident 
that makeshift pronouncements relied on in the past were no 
longer adequate in a government where complexity Is a hallmark 
and economic development an avowed national objective. With a 
multitude of competing claims on the treasury producing a 
heavy strain on the country's scarce financial resources, there 
was a need for an integrated fiscal policy aimed at maneuver¬ 
ing government Into a vantage point from which it can in¬ 
fluence .transactions In the private sector and thereby estab¬ 
lish an economically-sound spending pattern. 

Fiscal policy is the conduct of government expenditures, 
revenues and debt management in such a way as to take fully 
Into account the effect of these operations in the allocation 
of resources and the flow of funds, and thereby their influence 
on the levels of income, prices, employment and national 
production.51 Basically, its task is to accumulate the 
requisite capital for diversion from the national output 
and allocation to various expenditure programs. In order 
that It may fully achieve this objective, there is a need 
to synchronize fiscal policy with monetary policy, e.g ., 
control of the money supply and credit extension. Three 
distinct areas in which fiscal policy may be made to as¬ 
sume a significant role are government spending, taxation 
and debt management,. Public expenditures are primarily 
conducted through the national budget which is this disserta¬ 
tion's topical area of concern. Taxation and debt manage¬ 
ment will be discussed briefly. 

Taxation.- Formerly, taxation was regarded simply as a 
mechanism designed to fill or replenish state coffers. A 
direct correlation was then drawn between revenue collection 
and financing of undertakings by the sovereign authority. . 


^Gerhard Colm, "The Government Budget and the Nation's 
Economic Budget," in Essays in Public Finance and Fiscal 
Policy , (New York: Oxford University Press, 1 $55T> p. 275. 
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Re cent economic thinking has evolved a more positive role 
for taxation. The tax mechanism is now resorted to by modern 
governments in moulding the pattern of consumer spending and 
counter-acting undecired fluctuations in the business cycle. 
During periods of low economic activity, a decrease in tax 
rates, in conjunction with other fiscal policy devices, can 
help stimulate community spending and pave the way for a 
higher level of economic activity. Conversely, during 
periods of inflation, imposition by government of higher 
taxes may result in paring down excess money in circula¬ 
tion. Variations in tax schedules and exemptions are among 
the tax incentives which influence business decisions., 
particularly with respect to the timing and nature of in- 
veatments. 

Ac applied to the Philippines, several elements con¬ 
spire to detract from the potency of taxation as a fiscal 
policy tool. Tax yields are uncertain and estimating of 
revenue leaves much to be desired as far as accuracy is 
concerned. The degree to which tax laws are enforced, is 
as charged by some, commensurate with the discretion or ex¬ 
tent of interest of those in charge of revenue collection. 
Measures designed to curb the practices of tax avoidance 
and evasion have only met with partial success. It is in 
this light that the creation of the Joint Legislative-Execu¬ 
tive Tax Commission in May, 1959 assumes' great significance. 

On this Commission devolves the task of conducting studies 
with the aim in view of improving the country's taxation 
pattern. Among its varied functions are to study the existing 
tax structure and administration and to recommend a tax 
system that will serve as an effective instrument for 
economic growth. 

Debt Management .- Public borrowing, once regarded as a 
badge of financial insolvency per se, is now considered a 
useful device to finance developmental projects. However, 
in a country plagued with the inter-related problems of 
low income, high consumption propensities and a somewhat 
static capital formation pattern, the inducement to unduly 
stretch government credit is quite strong. Not a few deve¬ 
loping countries have taken the path of least resistance 
and availed of the palliative proffered by an increased 
public debt. This particularly applies to nations which 


*^Joint Legislative-Executive Tax Commission, Second 
Annual Report, 1960-1961, (Manila: 1961), p. 9* 
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have a limited tax base and thus hardly able to bear the 
strains of additional tax levies. This is aptly demonstrated 
by the experience of the Philippine government. For the 
calendar years 1951 to 1955> about 65$ of the public debt 
was used to cover up budgetary deficits of previous years, 
with -only about 35# being devoted to developmental purposes. 
In 1956, there w&s a complete reversal of this trend-- 64.9# 
for developmental purposes and the balance for operational 
expenditures due to the policy of liquidating budgetary 
loans and restricting new public borrowings.55 


Of the current problems in Philippine public debt 
administration,, one stands out prominently, and should 
be resolved if debt management is. to occupy a signal role 
in fiscal policy. This relates to tapping of savings from 
the public through sale of bonds and other securities. 

At present, public securities are mostly absorbed by 
government corporations such as the Development Bank of 
the Philippines and the Government Service Insurance.System, 
a situation which precludes the full utilization of public 
borrowing as a fiscal policy tool and its synchronization 
with business activity. . . 


^The table below shows the public 1 debt classified 
by purpose.of issue for the calendar years 1951 to 1955: 

Calendar Year Budgetary (# to total) Development 


1951 

1952 
1955 

1954 

1955 


558,475 

492,552 

696,958 

652,715 

589,777 


66.0 

64.0 

65.4 


58.5 

44. 


5 


54.0 

36 

54.6 

41.7 
55*5 


^277,084 
277,448 
569,037 
455,555 
756,884 , 


Source: Republic of the Philippines, Budget for the 
Fiscal Year 1958 , op.oit., p. 42. 



Developing countries resort to deficit financing in 
order to increase the resources available for investment. 
However, there exist limits to this scheme for financing 
economic development. For Instance, care should be taken 
to prevent a disequilibrium in the balance of payments, a 
situation which hampers economic development.^ in all 
likelihood, other fiscal policy measures have to be employed 
to offset the inflationary effects of deficit financing, 
especially if the funds raised through government borrow¬ 
ing do not represent savings diverted from other liquid 
assets. The proceeds from bonds a/.d loans should be directed 
toward establishment or expansion of productive enterprises. 
The fact that for a number of developing nations, foreign 
aid and loans obtained from institutions such as the Inter¬ 
national Bank for Reconstruction and Development and the 
United States Export-Import Bank comprise a significant 
component of the fund sources for financing economic develop¬ 
ment is likewise a factor to be considered. 

Concluding Comments .- A consideration of the framework of 
"Philippinegovernmental budgeting as it existed in the 
early 1950’s stresses the importance of an improved budget¬ 
ary scheme to the national effort to achieve an accelerated 
pace of economic development. Basically, economic advance¬ 
ment stands to be attained with the adoption of a judicious 
fiscal policy pattern which must take into account the 
utilization of sound budgetary techniques and procedures. 

The institutional setting likewise makes evident the press¬ 
ing need for the Institution of budget reforms. A number of 
flaws permeated the several phases of the budget process 
rendering difficult effective government allocation of 
financial resources available to it. It was to these defi¬ 
ciencies that the financial reform movement strove to ad¬ 
dress lt3elf commencing with the year 195^« 


^ Benjamin Higgins, "Developmental Financing," in 
International Conciliation , published by the Carnegie 
Endowment for International Peace, (March, 1955)» No. 502* 

p. 289. 



CHAPTER III 

PRELUDE TO FISCAL REFORM 


IntfoductIon ,- Philippine fiscal reform did not come about 
like a thunderbolt out of a clear sky. Rather, it was the 
product of deliberate design, preceded by a series of events 
and developments which-in close conjunction, contributed to 
laying the cornerstone of an improved fiscal system in the 
country. To these events and developments which transpired 
immediately before a new administration came to power in 
1954 can directly be ascribed the epochal attempt to modern¬ 
ize the country's budgeting, accounting and auditing systems. 

Before recounting these developments, a glimpse into the 
character of political leadership circa 1950-1952 is in order 
President' Quirino, who succeeded President Roxas in 1948 
managed to win the presidency in the 1949 elections. The 
decline in luster of President Quirino*s stewardship can be 
attributed to the public belief in the existence of graft 
and corruption in government, reputed general maladministra¬ 
tion and the increasing threat posed by the Ccmmunist-insplre 
Hukbalahap rebellion. This discordant note in Philippine pol 
itics reverberated- in the halls of Congress where within the 
ranks of the party in power (Liberal), there were occasioned 
rifts culminating in an abortive move, by some legislators 
to impeach the Chief Executive. There was also a plan to 
abolish the Budget Commission. This situation portrays in 
bold relief the then crucial need for improving the country's 
fiscal administrative system. 

We shall not consider developments from 1950 which had 
a proximate bearing on innovations in the fiscal field. 

The Bell Report of 1950 o- At President Quirino's request. 
United States President Harry S. Truman in 1950 appointed a 
United States Economic Survey Mission to consider the multi¬ 
faceted fiscal and economic problems of the Philippines and 
draft proposals to solve these problems. The Mission was 
instructed to survey all aspects of the Philippine economy 
including agriculture, industry, internal and external finan¬ 
ces, domestic and foreign trade, and public administration.! 


•^Pip G. de Castro, "The Bell Act and Philippine Trade," 
Manila Times yearbook. Progress,. 1954 , p. 140. 
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Mr. Daniel W. Bell, President of the American Surety and 
Trust Company of Washington was designated Chief of Mission 
with Major General Richard J. Marshall, Superintendent of 
the Virginia Military Institute appointed as the Assistant 
Chief of Mission. The report submitted by the 27-member 
mission, known as the Bell Report, is considered by students 
of Philippine public administration as a classic exposition 
of governmental problems which confronted the fledgling 
Republic.5 The Bell Mission 1 s efforts represented one of 
the pioneer attempts after the second World War to intro¬ 
duce modifications .into the national fiscal operations. 

The Bell Report deplored the rigidity of national 
budget and appropriation practices and processes. The fact 
that budget presentation with its numerous classifications 
of expenditures rendered difficult for administrators to 
shift financial resources to accomplish program objectives 
was underscored. The report also indicted the system of ac¬ 
counting controls which involved a maze of details to assure 
compliance with requirements of appropriation statutes. The 
Bell Mission staff shared the conviction that by appropriat¬ 
ing along functional lines, economy in governmental opera¬ 
tions would ensue. The report, commenting on the budgeting 
and accounting situation, went on to state: 4 


^Consultants on fiscal management were: Austin Nisonger, 
Deputy Chief, Accounting Division, Civil Aeronautics 
Administration, United States Department of Commerce; Alvin 
H. Cross, Deputy Commissioner, Accounts and Collections Unit, 
Bureau of Internal Revenue, United States Department of the 
Treasury; Lawrence Fleishman, Supervising Customs Agent, 
Department of the Treasury, Seattle, Washington, and William 
T. Heffelfinger, Assistant to the Fiscal Assistant, Secretary 
of the United States Department of the Treasury. Report to 
the President of the United States by the Economic Survey 
Mission to the Philippines, (Washington, D.C.: October 9, 
19507 p. b4. 

^On October 9* 195°, the report, submitted to President 
Truman, was mad'; the basis of technical assistance for the 
Philippines, ( fflclal Gazette , Vol. 46, No. 10, October, 1950, 
p. 4810. 

^ Report to the President of the United States , op . clt ., 
p. 62. 
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The accounting system of the government 
should develop detailed statistical data as to 
the purposes and the objects for which government 
funds have been expended In order that the administra¬ 
tive officials may report to the President, the Cong¬ 
ress and the people the manner In which the revenues 
of the national government are spent. This can be 
accomplished, however, without establishing accounting 
control at the level at which It Is now maintained. 

It Is felt that appropriations, after the review of 
detailed justifications of the amounts requested 
should be made on the basis of broad functions. The 
detailed listing of positions and Itemization of 
other expense classifications now contained In the 
Appropriation Act under each major function could be 
simplified or eliminated entirely. By appropriating 
for major functions and reviewing the performance 
of administrative officials as reflected in accounting 
reports of expenditures, the Congress will contribute 
much to fostering economy In administration of the 
Government. 

As to the budget document Itself, two major 
changes should be made with a view to clarifying 
the proposed fiscal program of the government. In 
the first place, the budget document covers In Its 
summary statements only expenditures from the general 
funds and does net Include proposed expenditures 
from other funds of the governments. The national 
budget statement should include all the expenditures of 
/national government with the exception of special 
accounts and perhaps some true fiduciary funds In 
which the Government merely administers the trust 
fund. These latter accounts also should be Included 
In the budget document for Information purposes. 

On the other hand. If the appropriating procedure 
Is simplified, the budget document could be clarified 
and reduced considerably In size by the elimination 
of a-great deal of the detailed tabulations contained 
therein. A clearer picture could be obtained of the 
proposed employment In any bureau or office by sum¬ 
marizing the personnel schedules except for key 
positions. The summarization of proposed employment 
by salary grade without regard to job title would give 
those reviewing the budget a better understanding of 
Just what was being proposed. 
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In respect of budgetary control In the admin¬ 
istrative agencies, the present system of appropriat¬ 
ing requires a detailed and voluminous issuance of 
allotment documents which must be controlled within 
each item set forth in the Appropriation Act. Each 
separate allotment requires the control of expendi¬ 
tures within the limits of the allotment. It is believed 
that there would be considerable savings and improve¬ 
ment in the budgetary operation if the level of 
control were raised by appropriating for broad functions 
and allotting funds on a broader base. The analysis 
of expenditures by expense classification may then 
be maintained in records subsidiary to a greatly 
simplified accounting control." 

The Bell Mission’s recommendations provided the prin¬ 
cipal "terms of reference" for the United States technical 
mission in the Philippines, one of the projects of which 
was the budget, accounting and auditing modernization 
program.3 The area covered by recommendations of the Mis¬ 
sion was quite broad, having to do with initiation of changes 
and developments within seven (7) fields: financial, 
agricultural. Industrial, commercial, social welfare, public 
health and public administration.° In this thesis, we are 
concerned with the innovations effected in a particular 
sector of public administration-- fiscal management, more 
specifically, in the area of governmental budgeting. 

The Little Senate Bloc. Another 1 tributary to the main stream 
of financial reform assumed the nature of a political re¬ 
alignment within the ranks of the party in power in .the Sen¬ 
ate. A number of relatively young Senators belonging to the 
political party in power (Liberal) constituted themselves 
into the so-called "Little Senate Bloc" to wre3t legislative 
leadership from their older conferees in the Senate. 

The controversial 1949 elections brought the Liberal 
party into a position of dominance respecting political mat¬ 
ters. One kink, however, developed. Elected into office were 
some Liberal senators who comprised "a minority" determined 
to challenge the leadership of older party stalwarts. This 
restiveness which pervaded the legislative atmosphere allowed 


^Memorandum of Mr. C.R. Eskildsen, Program Officer, 
Special Technical and Economic Mission to division directors, 
October 8, 1952, Manila, p. 1. 

^Recorder , Philippine Council for United States Aid 
and United States Mutual Security Agency, March, 1953* 
SDecial Number, d. 30. 



significant changes in the leadership pattern in Congress, 
particularly in the Senate, to take place. One instance per¬ 
tained to the reorganization of congressional committees, ( 

Of salient interest in this thesis was the rigid scru¬ 
tiny made by members of the legislative bloc in the Senate 
Finance Committee of President Quirino’s budget proposals. 

The idea of program budgeting received a stimulus from ef¬ 
forts of these committee members in searching for a logical 
base with which to appraise the budget document. The Senate 
Finance Committee pored over the 1951 budget (which consisted 
of 88l pages), page by page, undaunted by its detailed pre¬ 
sentation, Even Senator Eulogio Rodriguez, Sr., a ranking 
member of the opposition party (Nacionalista), in praising 
the conscientious work of his colleagues in the committee, 
was moved to say:° 

Never in the history of bur budgetary system 
has the committee gone item by item for over 600 . 
pages, and they have considered and deliberated on 
all these items and I have seen that they cannot or 
they were not able to do any better than what they 
have done. 

This close attention to legislative authorization of 
the budget sparked an abiding interest on the part of Philip¬ 
pine government officials in the appro priation process. To 
this interest may be attributed the germination of the seeds 
of financial reform which in later years were to bear fruit 
in terms of positive fiscal innovations. By spearheading a 
close analysis and research on budgeting and other allied 
fiscal fields, the "Little Senate Bloc" contributed in no 
small measure to effecting vitally-heeded changes in fiscal 
practices and procedures. 


?The "Little Senators" maneuvered themselves into key 
positions. Senator Justiniano Montano occupied the Finance 
Committee chairmanship, Senator Lorenzo Sumulong, that of the 
Blue Ribbon Committee, and Senator Macario Peralta, Jr., that 
of the Army, Navy, and Military Pensions. Two carry-over re¬ 
elect ionists and a number of other senators joined the group. 
Carlos P. Nievera, "Political Review," in the Philippine Year 
book , pp. 108-114. 

^Congressional Record , Senate, 2nd Congress of the 
Republic of the Philippines, 1st session, Vol. I, (May 15# 

1950), p. 162. 
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The Senate Finance Committee and Its Technical Staff . To 
assist the Philippine Senate in its' task of authorizing the 
budget, there exists a Senate Finance Committee to which 
is referred all questions relative to the economy, accuracy 
and correctness of government expenditures. Consisting of 
seventeen ( 17 ) members, the Committee assumes jurisdiction 
over matters pertaining to income, expenditures and bonded 
indebtedness of the Republic of the Philippines. Similarly, 
it exercises general superintendence of audit of bills and 
expenses of all units of government, national and local, and 
assignment or distribution of public fund3.9 in 1953, the 
Committee was authorized to function during the legislative 
recess in matters relating to funds for the expenditure of 
the national government and for payment of public indebted¬ 
ness, audit of accounts and expenditures, and in general 
all transactions involving public expenditures. 1 ° 

In 1952, the Senate passed a resolution authorizing 
the Committee to study and prepare proposed legislation on 
public finance with special emphasis "on legislation intend¬ 
ed to promote efficiency and honesty in the collection of 
taxes and customs duties; to prevent and punish abuses and 
irregularities connected with the disbursement of public 
funds or otherwise affecting the finances of the government; 
and promote economy in the expenditures of the various depart¬ 
ments, bureaus, agencies, boards, commissions, offices and 
other Instrumentalities of the government, by limiting 
expenditures to the lowest amount consistent with the effi¬ 
cient performance of essential services, activities and 
functions, eliminating duplication and overlapping of acti¬ 
vities and functions of a similar nature, and abolishing 
services, activities and functions not necessary for the effi¬ 
cient conduct of the government, and to investigate any 
matter falling under it3 jurisdiction ." 11 

The Senate Finance Committee provided a focal point for 
effecting fiscal reforms under the leadership of Senators 
Cipriano Prlmlcia3 and Gil J. Puyat. 12 it was during the 


^ Ex-officio members of the Senate Finance Committee 
are the Majority”Floor Leader and the Senate President Protem- 
pore. Reglamento de Senado, Congreso de F lllplnas (Manila: 
Bureau or Printing, 1950J, Chapter Xll,Sec.' lb. 

1 0 Republic Act No. 906 , June 20, 1953 , sec. 24. 

^Senate Resolution No. 88 , May 16 , 1952. 

^Interview with Mr. Lauro Pangllinan, Senate Finance 
Committee technical staff member, August 15 , 1959* 
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incumbencies of these two legislators as chairmen of the 
Committee that there evolved a staff to render technical as¬ 
sistance to the Committee members and significant changes 
Installed In the fiscal administrative mechanism. 

When the Philippine Congress convened immediately after 
liberation, no technical staff existed. The Senate Finance 
Committee technical staff was created officially only in the 
appropriations act for fiscal year 1954But the need for 
a regular staff was already felt earlier. This is evidenced 
by Senator Primicias’ oomments in his memorandum to his col¬ 
leagues in the Committee sometime in September of 1952:!4 

The members of the Staff of the Committee feel 
that they are handicapped not only in number but in 
technical assistance. In order, therefore, to make 
their work truly effective and on a more or less 
technical basis, it is suggested that request be 
made* for the detail to the committee of one tech¬ 
nical expert each from the Bureau of Civil Service, 
the General Auditing Office and the Budget Commission. 

XXX. 

This was reiterated in January of 1954 by Senator Puyat 
in his recommendations contained in a Committee report to 
the Senate President: 1 ? 

2. ’ The Technical Staff of the Senate Committee on 
Finance be re.inforced by the employment of trained 
and experienced personnel in order to enable the 
Committee to undertake a continuous year-round 
process of studying the various aspects of public 
finance such as budgeting, government accounting 
and auditing, treasury management, revenue adminis¬ 
tration and other related problems. 

The temporary borrowing of technical personnel 
from other government offices has been a valuable 
aid to the Committee In its work. However, because 
of the additional duties there have been certain 


!3ln the early part of 1950* Mr. Dominador R. Aytona 
and Mr. Nicolas Yabot of the General Auditing Office were 
detailed with the Committee. 

^Cipriano Primicias, "Memorandum to the Senate Com¬ 
mittee on Finance," September 20, 1952. 

•^Senate Finance Committee, Report No. 2 , January 23, 
1954, p. 26. 
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handicaps and difficulties which could not be 
avoided in the prompt execution of the work of the 
Committee, 

This recommendation was incorporated in the report 
made by the Committee pursuant to another Senate resolution 
passed during the 1955 congressional session which directed 
the Committee to study and prepare proposed legislation on 
the following: ”1) a modern budget system for the Philippines 
2 ) Improvement of revenue administration; 5) improvement of 
fiscal administration; 4) central purchasing; 5) central 
motor pool; 6) records management; 7) improvement of the 
accounting and auditing services; 8) relative merits of 
alternative uses of public funds with a view to eliminate 
duplication and overlapping of services, activities and 
functions, consolidating those of similar nature and abolish- 
ing those that are unnecessary; 9) personnel administration# 
and 10) standard quality and functions."18 j 

Cognizant of the deficiencies in public fiscal opera¬ 
tions, members of the Senate lent full support to the Com¬ 
mittee’s efforts in diagnosing and prescribing solutions 
to the nation's fiscal ills. The urgency of the project was 
more or less accepted, fiscal improvements being construed 
as a wedge in the realization of an overall reform scheme 
in Philippine public management. With adequate financial 
support already assured, the amount of fifty thousand (i > 50 , 0 D 0 . 00 ] 
pesos having been earmarked in the 1954 appropriations law,l? 
Senator Puyat instructed Dominador R. Aytona, the head of 
the Committee’s technical staff to undertake the requisite 
studies on budgeting and other fiscal areas. Aytona and 
his staff were assisted by several officials from other 
government agencies then detailed with the Committee,18 

The Senate Finance Committee noted that the form and 
contents of the national budget were confusing and its metho 
of presentation defective; the budget document lacked compr©- 
hensiveness on account of some special funds and operating 


^Senate Resolution No, 129 # May 8, 1955* 

• ^Republic Act No. 906 > June 20, 1953* 

^Honesto A. Mendoza, Performance Budgeting in the 
Philippines , July 6, 195^* p. 40 Imlmeo.j. 
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trust funds escaping legislative scrutiny and that the 
government's expenditure program was unbalanced. It 
cited the fact that In the 1954 budget, only 1.8l$ of the 
total proposed appropriations was allotted to agriculture, 
and only .75$ to commerce and industry. The Committee 
also criticized the abuses which attended fund transfers 
between items and the Budget Commission's assumption of 
functions which did not pertain to It, such as accounting 
and action on appointments.19 

The Committee advanced a number of recommendations 
to remedy the foregoing budgetary problems. On the basis 
of studies conducted by its technical staff, it arrived 
at the conclusion that "performance budgeting Is the 
best suited to our own fiscal policies." Observing that 
the budget submitted to Congress was strained with details 
far from reflecting the basic needs for the proposed ex¬ 
penditures and the results obtained from past expenditures, 
the Committee urged that the existing budgetary concept 
be reformed and refashioned by the adoption of a perform¬ 
ance budget based primarily upon functions, activities 
and projects. 20 

Starting September of 1953* weekly luncheon meetings 
were held at the Manila Hotel by the technical staff of 
the Senate Committee on Finance. Studies, upon their 
completion by the staff, were turned over to Senator Puyat 
who then convened the Committee into executive meetings. 

One outstanding result of the Committee's efforts was 
the preparation of the draft of the Performance Budget 
Bill, later introduced by Senator Puyat in the upper legis-j 
latlve chamber as Senate Bill No. 45. It took the technical 
staff half a year to finalize the draft of the bill. The 
staff drew on the United States Budget and Accounting Proce¬ 
dures Act of 1950 respecting the form of budget presenta¬ 
tion. Similarly, some provisions of Commonwealth Act No. 

246 and general provisions embodied in various general 
appropriations laws were re-incorporated in the bill. Like¬ 
wise, previous studies on budgeting In England, France, 
Sweden, Norway, Netherlands, Puerto Rico and a score of 
American state governments were used by the staff in their 


P. 


^Senate Finance Committee, Report No. 2 , op . cit ., 

i ■'* 

20 Mendoza, op.cit., p. 4l. 
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quest for a conceptual frame of reference concerning the 
performance budget system. The findings of the Hopver Com* 
mission on budgeting and accounting as contained in its 
report to the Congress of the United States as Veil as the 
Commission task forge report of 1950 contributed substan¬ 
tially to studies undertaken by the staff . 20 

The Committee also availed Itself of the assistance 
of public administration specialists then on assignment 
with the local U o S o A o 0.M.-sponsored projects in the 
country. Among those invited to shed light on the opera¬ 
tions of the system of performance budgeting in the United 
States and to contribute their thoughts and ideas with a 
view to Improving the draft of the performance budget bill 
prepared by the technical 3taff were: Dr. John Russell# 
Chief, Public Administration Division, Foreign Operations 
Admini3tration/Maniia; Dr3. Ferre1 Heady and Odell Ualdby# 

Mr. Dan Braum, staff members of the Institute of Public 
Administration, University of the Philippines; Dr. Itfnton 
Caldwell, consultant of the I.P 0 A 0 U«P., Messrs. Kelvin D. 
Sharp and Melville Monk, both of-F.O.A., and Mr. Marvin 
Smith of the Louis j. Kroeger and Associates, a management 
c ons ulting firm. 21 : . 

The atmosphere in late 1953 and succeeding years was 
conducive to change. RE FOR M in bold letters, .success rr 
fully employed against the Quirino administration (l^o-^J 
as an issue, continued as the slogan of the Magsaysay admin¬ 
istration. President JJpgsay3ay made it plain that.anti-: - : 
quated institutions apd practices, hitherto unchallenged, 
would have to face a crucial battle for survival. As regards 
the fiscal mechanism,. : the belief was that introduction of 
reforms had long be^p delayed. The shedding of institutional 
rigidities as a result of the advent of political inde¬ 
pendence had been slow in materializing in the fiscal field 
for with the lapse of six and a half years after the Philip¬ 
pines assumed full-fledged statehood, organizational and 
procedural arrangements for budgeting, fiscal control and 
reporting remained virtually unchanged. Thus, the general 
framework of reflecting public income and outgo has failed 
to keep pace with factors such as the progressive incline 
of governmental expenditures, population increase and the 
clamor for a wider prray of public services. 

Legislative sentiment was decidedly against the Budget 
Commission for Its alleged failure to adhere to a budgetary 
pattern subserving the national interest. To cite. Congress¬ 
man Jose B. Laurel Jr., deplored the submission to the legis¬ 
lative body of a budget document so ponderous that legisla¬ 
tors could not study it within the limited time alloted 


2 ®Mendoza, op . clt ., p. 41. 



them. 22 Another oritioisra levelled against the central 
budget agency was predicated on the financial outlay for 
its maintenance. Witness the comments of one of the out¬ 
spoken critics of the Commission in 1951. ^ 

The Budget Commission is staffed by officials 
and employees from the Commissioner down, numbering 
around 851 employees, which constitute a force 
bigger in number than a division of the Chinese 
Communist Array. And for the preparation of a book 
like this (referring to the budget) it takes 851 
employees to prepare it, which force involves an 
appropriation of 92 million yearly. 

Interim- Committee on Finance and the Budget . Few chief 
executives assumed office with a greater aura of charismatic 
leadership and popular acclaim than did President Ramon F. 
Magsaysay in 1954. His meteoric rise to political power 
was based mainly on his successful check on the spreading 
Communist cancer and on his immense popularity with the 
Filipino masses. The traditional inauguration and ensuing 
reception at Malacafiang was vividly Jacksonian in nature, 
as members of the "bakya crowd"* mingled freely with the 
upper crust of the political and Boclal elite. 

The Nacionallsta Party, of which President Magsaysay, 
then the Secretary of National Defense, was the standard 
bearer in the 1955 presidential elections, was committed 
by virtue of its political platform to the goal of a sound 
system of governmental finance.24 in line with this coramit- 


pp 

Congressional Record, House of Representatives, 

Vol. Ill, No. 387 April 257 1952, p. 1435. 

Congressman Tomas Confesor commented that the Budget 
Commission has not adopted a new or modern system in the 
accounting and budgeting of public funds. The Budget Com¬ 
mission has simply followed the rules and regulations of 
budgeting and auditing contained in and required by audit¬ 
ing laws. Ibid ., pp. 1426-1428. 

25 Ibid., Vol. II, No. 30, March 8, 1951* P. 504. 

24 11 

Plan III of the party platform stated: "to bring 

about a real balanced government budget by curtailing lavish 

expenditures, eliminating deficit spending, establishing a 

scientific long-term program of public works Improvements, r 

particularly in the underdeveloped regions of the country.” 

^The common masses; the "bakya” being the native 
wooden clogs usually worn by inhabitants of the rural areas 
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ment, the Chief Executive-elect, even prior to his assump¬ 
tion of.office on New Year’s day, 1954, created a nine- 
member committee on Finance and the Budget. 2 5 

The initial meeting of the Committee was held at the 
residence of the President-elect in the morning of November 
23, 1953. Unanimously elected to chair the Interim Commit¬ 
tee was Mr, Jaime Hernandez. President Magsaysay exhorted 
the committee members to study ways and means of reducing 
sickness and spreading medical facilities to isolated areas. 
Evidently, he was visibly perturbed by the plight of rural 
inhabitants who were responsible for elevating him, by an 
overwhelming majority of votes, to the highest position 
within their gift. 2 ° 

Regular meetings of the Committee were subsequently 
held. The mission of the Interim Committee was to translate 
enunciated policies into concrete fiscal programs. To con¬ 
stitute its projected line of action, the following guide¬ 
lines were adopted: 2 ? 


^The roster of the Committee included individuals 
who had distinguished themselves in the field of public 
finance. Chairman Jaime Hernandez, a former Secretary of 
Finance and Auditor General of the Philippines under the 
Commonwealth regime, had in 1944 been designated acting 
head of the Philippine government-in-exile in Washington, 

D.G, Mr. Salvador Araneta became the Secretary of Agricul¬ 
ture and Natural Resources .during the Magsaysay administra¬ 
tion. Mr. Alfonso Calalang rose to be Acting Governor of the 
Central Bank of the Philippines, Col. Osmundo Mondoftedo 
was later on appointed to head the Agricultural Credit 
and Cooperative Financing Administration, Mr. Ismael Mathay 
was Budget Commissioner during the Commonwealth period. 

Aytona who became Budget Commissioner and Secretary of 
Finance was then the head of the Senate Finance Committee 
technical staff. The other members were Mr. Antonio de la 
Cruz, head of the House Committee on Appropriations technical 
staff and Mr. Benedicto Padilla. 


^President Magsaysay, in pressing for a national 
health program, recalled that in the barrios, "there are 
people who still try to cure malaria by taking a bath in 
creeks during wee hours of the morning. He also expressed 
concern over the fatalities due to tuberculosis." Daily 
Mirror, November 23, 1953 » p. 1. 


2 7ibid 
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1; Secure accurate data on the financial 

condition of the treasury; • V ^ ^ 

2, Secure accurate estimates of expected 
Income receipts; 

3* Secure accurate data on manpower and material 

that can be availed of to carry out programs; and 

4. Recommend means.of utilizing these resources to 
achieve maximum results with the least cost and 
effort. 

The Hernandez Committee submitted its second progress 
report on December 15» 1953* The report contained an . 
unveiled critical appraisal of the budgetary system as well 
as recommendations for reform: 20 

Characteristically, President Magsaysay required im¬ 
mediate action on recommendations framed by the interim com¬ 
mittee. That presidential patience was wearing thin is evi¬ 
denced by a letter of Executive Secretary Fred Ruiz Castro 
to Budget Commissioner Aytona informing the latter of the 
President’s desire to know what concrete steps had been 2 a 
taken to implement the recommendations of the committee. 

The same communication likewise enjoined that as regards 
proposed reforms requiring congressional action, a message 
to the Congress was to be prepared to enable the.President 
to certify to the urgency of the passage of the proposed 
legislation. 

The Acco unting Survey Committee . The Accounting Survey 
no mm ittfifi was created on July 4, 1952 to survey accounting 
and auditing methods and recommend proposals for change.-? 


^®The recommendations of the Interim Committee on 
budgeting were: 1) Separate the budget into (a) operating 
expenses and (b) capital Investment; 2.) Submit to the Congress 
a functional budget; and 3) Practice austerity and effect 
the greatest economy in public expenditures. Manila Dally . 
Bulletin , December 21, 1953* P* 19- 

2 9Letter of Executive Secretary Fred Ruiz Castro 
to Budget Commissioner Aytona, April 13* 195^. 

^Administrative Order No. 1, June l6, 1952. 
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Mr. Gregorio S* Licaros, then the Acting Deputy Administra¬ 
tor of Economic Coordination and Auditor of the Central 
Bank of the Philippines was named Committee chairman. Of 
the six (6) designated members of the committee, two were 
auditors of government corporations, one was occupying a 
position of sub-cabinet rank, and another was a division chief 
of the Budget Commission. Rounding out the Committee composi¬ 
tion was a high official of a private accounting firm.51 
The committee made little progress because its members were 
actively engaged in performing their regular duties. Appli¬ 
cation for financial support was therefore made through the 
proposed establishment of a counterpart project to be financed 
jointly by the Foreign Operations Administration (F.O.A.) 
and the Philippine Council for United States Aid (PHILCUSA). 
Accounting and auditing methods then existing being archaic 
and consequently susceptible of improvement,.PHILCUSA 
endorsed favorably the proposed project.52 on December lfk 
1953 > Counterpart Project No. 493 was launched with the 
approval of a budget n to staff the committee with pro¬ 
fessional accountants and clerical assistants to the ex¬ 
tent required to effect steady progress in the work areas 
of government budgeting and auditing."55 The committee 
attempted to recruit necessary personnel but inasmuch as 
the project spanned only a six-month period, the positions 
created did not attract qualified men.54 The Central Bank 
check for over seventeen thousand pesos representing ini¬ 
tial release of funds for the project be extended to 
a full fiscal year. This recommendation, however, was not 
acted upon, for there emerged a project of greater compass - 
the budget, accounting and auditing modernization program 
which constitutes the subject matter of the next chapter. 


31 

Bureau of the Treasury, Report and Recommendations 
on Fiscal Operations and Accounting , Manila; Bureau of 
Printing, 1§53 1 » P. 12. s 

•^Memorandum of Director Bienvenido Villavicencio 
to Dr. Amando M. Dalisay, Executive Secretary, PHILCUSA, 

May 26, 1953. 

•^United States of America Operations Mission To The 
Philippines, Quarterly Narrative Report No. 2. (October- 
December, 1955), p. 4o. 

^Letter of Licaros to the PHILCUSA, January 8, 1954-, 



CHAPTER IV 

THE BUDGET, ACCOUNTING AND AUDIT 
MODERNIZATION PROGRAM 


Program Antecedents. The Accounting Survey Committee, 
despite financial assistance from the P.O.A. (now the 
International Cooperation Administration) and PHIIX3USA, 
was not able to pursue with vigor its objectives. Contem¬ 
poraneous developments in the field, however, provided 
a scheme for dovetailing and integrating the accounting 
survey contemplated under Counterpart Project No. 493 into 
a venture of greater compass. Barely a month after he 
was appointed by President Magsaysay to the position of 
Budget Commissioner, Dominador R. Aytona, in collaboration 
with Mr. Virgil Zimmermann, then the Organization and 
Management Specialist of U.S.O.M./Manila, drew up the 
draft of a firm request for submission to PHILCUSA, the 
local U.S.O.M. and F.O.A./Washington for a budget, account¬ 
ing and auditing survey. 1 The original proposal envisaged 
a contract between the Budget Commission and a management 
consulting firm whereby the latter would supply from five 
(5) to seven (7) technical assistants on one to two years’ 
assignment n to assist in reform of allotment procedures, 
convert from line-item to a performance-type budget, 
eliminate the pre-audit, improve funds handling and dis¬ 
bursing procedures, revise vouchers and other accounting 
forms, develop better accounting forms, develop better 
accounting classifications, and design and install machine 
accounting system where appropriate. 2 

Concerning the need for the proposed survey, the 
project justification of the firm request is highly instruc¬ 
tive: 3 


Virgil B. Zimmermann, "Comments on Performance 
Budgeting in the Philippines," Public Administration 
Review, Winter, 1958, p. 44, 

V.S.O.M./Manila .Quarterly Narrative Report No. 3 
Por-the~ Period January-March, 1954 , p. /o. 

3]?irm Request 4 e 60 submitted to F.O.A./Washington 
on Febr ua ry 22, 1954 requested the sum of e ?150,000 
to cover contract expenses. 
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It is generally recognized that the inflexibility, 
restrictive character, and cumbersome procedures 
of the budgeting and accounting system on the one 
hand and the laxity of fiscal controls on the 
other are major deterrents to the achievement 
of economic development goals in the Philippines, 
Consequently, the objective of this project is to 
secure a team of budgeting and accounting 
specialists who can quickly determine the weak¬ 
nesses of existing statutes, regulations and pro¬ 
cedures ; devise appropriate improvements, including 
the giving of assistance in the drafting of 
necessary legislation; and install the new system 
by assisting in the development of appropriate 
organizational structures, the design of forms and 
workflow procedures, the preparation of procedural 
manuals and other instructions, and the training of 
personnel both in the central budget and accounting 
agencies and in the departments. 

The tentative draft of the contract was discussed by 
members of the Budget Commission on February 1, 195^* The 
Commission unanimously approved the contract subject to the 
confirmation of President Magpaysay. 

Both F.O.A./Manlla and PHILCUSA were partial to the 
project proposal. The firm request was for only one year, 
but it was deemed advisable to have the contract cover a 
three-year period to make extensions beyond the one-year 
period possible. It was acknowledged that termination of 
the project at the end of a year was quite unlikely, to be 
resorted to only "if the Philippine Cor ;ress proves to be 
extremely recalcitrant in its 1955 session and refuses to 
accept a reasonable share of the most essential Improvements 
which may be recommended." 4 

The Bidding: Booz, Allen and HamiIton Awarded the Contract . 
On April' 2o,' 1954, PHILCUSA authorized’ Ayt'ona to issue the 
contract award to the successful bidder, subject to prior 
approval by PHILCUSA and the F.O.A. mission. Three (3) days 
later, invitations to bid were mailed out, together with 
a draft, of the proposed contract, to ten (10) management 
consulting firms in the United States. Seven management 
consulting firms responsed to the invitation to aid before 


4 

Director Harry A. Brenn of F.O.A./Manlla pointed out 
in his letter that "considering the rather cooperative 
attitude now being displayed in the Congress, such intran¬ 
sigence appears highly improbable" and "in view of the im¬ 
portance of fiscal reform to the whole economic program, 
it is expected that PHILCUSA and FOA will find it possible 
to provide funds necessary to complete the project." Letter 
of Brenn to F.O.A./Washington dated April 29, 1954. 
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the deadline set at the close of office hours of May 25, 
195^. The following table cites the bids covering estima¬ 
ted dollar and peso costs and proposed personnel of the 
participating firms: 

Table 4 


Estimated Cost * Personnel 
Dollars Pesos [ Proposed 


Booz, Allen and Hamilton 


245,000 


192,000 


5 plus one 
half-time 


George Pry & Associates 


150 , 000 - 150,000 
170,000 


5 - 7 


John A. Donaho & Assoc. 


Lester B. Knight 
and Associates 


150,000 82,924 

l42i250 122,524 


4 plus two 
part time 

5 


Public Administration 
Service 


103,675 


(undeter¬ 

mined) 


5 plus one 
part time 


Louis J. Kroeger & Assoc. 


103,252 


5 plus one 
part time 


Methods Engineering 
Council 


195,252 


For servlces-computed 

at $650 per man-week 
1 


Source: Memorandum of Mr. Kelvin D. Sharp of Public 
Administration Division, U.S.O.M./Manila to 
Director Brenn, June 10, 1954. 


Of the five ( 5 ) bidders (excluding the two firms of Public 
Administration Service and Methods Engineering Council 
which failed to specify estimated project costs), the 
one submitted by Louis J. Kroeger & Associates was the 
lowest. That of John A. Donaho & Associates was next 
followed by the bid of Lester B. Knight & Associates. 

Yet these firms lost out to Booz, Allen and Hamilton which 
significantly submitted the highest bid. The Award to 
Booz, Allen and Hamilton lends credence to the charge that 
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the bidding was anything but competitive*5 In the absence 
of concrete evidence that the unsuccessful bidders were 
not "responsible bidders," the award made by Aytona is 
vulnerable to criticism as constituting a questionable 

deviation from standard bidding and award procedures. 

* 

According to Aytona, the four principal criteria 
which he used in the examination and analysis of bids sub¬ 
mitted were: a) the quality and presentation of proposals; 
b) immediate availability of personnel to carry on work 
under the contract; c) the caliber of men to be sent to 
the Philippines and emphasis on training of Budget 
Commission personnel, and d) the cost to the United States 
and Philippine governments.° The high quality of perform¬ 
ance of Booz, Allen and Hamilton under the Bureau of 
Lands contract involving the modernization and mechaniza¬ 
tion of procedures in that agency was a factor taken into 
account. Also, the situation was such as to brook no 
delay, for Congress had already enacted the Performance 
Budget bill which was signed into law by President Magsay- 
say on June 30, 1954. Time being of the essence,- Booz, 
Allen and Hamilton was awarded the contract despite its 
having made the highest estimate of project expenditures. 

F.O.A./Washington Contract Approval . Project authorization 
hit' a snag in the course of its surmounting the last hurdle- 
approval of the contract by F.0.A./Washington .' Booz, Aller 


^Typical of the unsuccessful bidders* reaction to 
the award was the wry observation of Mr. John A. DOnaho, 
during a week 1 s sojourn in the Philippines (October 18-23* 
1959) to the effect that the fiscal modernization program 
was very expensive. Interview with Atty. Candldo 0. Honradc 
Budget Planner, Budget Planning Staff, Budget Commission, 
October 26, 1959* 

^Letter of Aytona to Brenn, June 15 > 1954. 

^The contents of two (2) cablegrams indicate this. 

The first, from Mr. Ralph E. Smile.y, a partner of Booz, 
Allen and Hamilton to Wilkinson, partner of the firm in 
Manila, expressed concern over possible objections of 
F.O.A./Washington regarding the price of the project. The 
second was a reply of Wilkinson ten (10) days later inform¬ 
ing Booz, Allen and Hamilton headquarters in Chicago re¬ 
questing support in securing contract approval by F.O.A./ 
Washington. Cables dated June 18, 1954 and June 28, 1954, 
respectively. 
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and Hamilton had to lobby in the United States capitol 
for contract approval. Almost simultaneous with discussions 
between Booz, Allen and Hamilton representatives and Foreign 
Operations Administrator Harold Stassen in Washington, D.C., 
Magsaysay, upon the suggestion of Aytona, sent General 
Carlos P. Romulo, Philippine Ambassador to the United States 
a wire directing the latter to contact Stassen and urge 
approval of the contract. 

Efforts to obtain approval from F.O.A,/Washington 
were successful. F.O.A./Washington correspondingly advised 
its mission in Manila of contract approval and the is¬ 
suance of a technical assistance authorization to finance 
the project .° The contract between the Philippine Government 
and Booz, Allen and Hamilton was finalized and on July 26, 
1954, PHILCUSA transmitted to F.O.A./Manila the proposed 
counterpart budget and project agreement. On August 3, 

1954 , the project agreement incorporating the budgetary 
details of the project was issued. 

The original firm request and the Budget Commission- 
Booz, Allen and Hamilton contract envisioned merely an ini-, 
tial survey and limited development work in budgeting; 
drafting of proposed remedial legislation in accounting and 
auditing, and preliminary work relating to treasury opera¬ 
tions and disbursement procedures. Congressional prescrip¬ 
tion of performance budgeting substantially altered the 
dimensions'of the project. Not only was the contracting 
firm expected to undertake survey and developmental work 
in the multiple areas of budgeting, accounting and auditing 
but the scope of its functions was broadened to include 
design and installation of a revised system of budgetary, 
accounting and audit management for the national government. 

About two months' time was utilized as a "reconnai- 
sance period" during which members of the consulting staff, 
preparatory to buckling down to work on the task at hand, 
familiarized themselves with various aspects of Philippine 
public fiscal administration. Work plans were developed and 
agreed upon between key officials of the Budget Commission, 
U.S.O.M./Manila and the consulting staff. The American con¬ 
sultants, later On assisted by Filipino technical assistants, 
conducted exploratory surveys and investigations of their 
particular areas of specialization and prepared staff reports 
on what they considered imminent problems of budgetary, ac¬ 
counting and audit administration. 


^Memorandum from F.O.A./Washington to U.S.O.M./Manila, 
October 4, 1954. 
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In the budget sector, efforts of the consulting staff 
concentrated on immediate installation of a budget system 
based on modern management practices. This task entailed: 
a) setting up procedures for planning and preparing a budget 
responsive to management needs; b) insuring proper control 
over funds and measurement of work, and c) establishing a 
reporting system for effective management action in compar¬ 
ing results with established goals." Operations centered 
on the twelve (12) pilot units which were launched on a 
performance budget system. 10 Assistance was extended to 
pilot units not only in the determination of programs and 
projects but also in the selection of units of work measure¬ 
ment for departments, bureaus and agencies. To this task 
was added another requirement, that of ascertaining how 
allotments of funds could effectively be tied in with the 
desiderata of expenditure control. 

As earlier mentioned, there was introduced into the 
operational requirements of the project a time pressure ele¬ 
ment, for the fundamental law required the submission of the 
national budget, including those of the twelve pilot units 
launched on performance budgeting, to Congress on or before 
February 8, 1955* This necessitated a modification of the 
work program embodied in the original firm request by ac¬ 
celerating certain activities and deferring others. Thus, 
four (4) projects originally scheduled for the second phase 
of the program had to be undertaken within the first year. 11 


9jbooz, Allen and Hamilton, Progress Report on Moder ¬ 
nization of Budgeting Practices , March, l95o, pTTT 

■^The twelve pilot units consisted of eight bureaus— 
Civil Service, internal Revenue, Lands, Telecommunications, 
Public Libraries, Labor, Health, and Commerce, and the 
following agencies-- Land Registration, Wage Administration 
Service, Industrial Safety Engineering Division, and the Armed 
Forces of the Philippines. 

^^hese were the following: a) substantial training 
of personnel prior to installation of the new system of 
budgeting in the remaining sixty-eight agencies; b) initial 
installation before July, 1955 of a new reporting system 
for the pilot units; c) installation of a novel allotment 
system for the pilot agencies, and d) analysis of major 
capital outlays and economic development programs to facili¬ 
tate development of a capital budget. 

To make available staff time for the above-cited proj¬ 
ects, five (5) others had to be deferred, namely, revision 
of standard procedural instructions on budget preparation; 
the budget manual, study on treasury warrants, procedure of 
salary payment to teachers, and a decentralized disbursing 
system. Letter of Aytona to Wilkinson, March 3 > 1955. 
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The Programme Staffing Pattern . Under the Philippine 
Government-J boozV Allen and Hamilton contract, the consult¬ 
ing firm was to furnish a staff of not less than five (5) 
technically qualified persons within sixty ( 60 ) days from 
contract date. The consulting firm also obligated itself 
to supply technically qualified personnel to perform ser¬ 
vices under the contract "in accordance with the necessi¬ 
ties of the work and understanding reached from the Bud¬ 
get Commission as to operating requirements during the 
course of the work."- 1 - 2 

An integral part of the fiscal modernization program 
was the building up of a core of Filipino technicians to 
assist the American consultants. A group of Filipino tech¬ 
nical assistants was recruited to assist contract personnel 
in investigative, training and installation work. The 
recruitment got under way in August and September, 1954. 
Aytona requested the assistance of the Public Administration 
Division of U.SoA„0 o M o /Manila in locating individuals within 
the government service who had the potential of becoming 
good budget examiners.15 Senior accounting officers were 
also screened to assess their qualifications for budget work. 
This yielded six (6) individuals whose transfer to the 
Budget Operations Division of the Budget Commission was 
arranged. 1*' Representations were likewise made by the Bud¬ 
get Commission with tne Bureau of Civil Service to conduct 
open competitive examinations for positions of technical 
assistant and budget examiner as an initial phase in. the 
selection of Filipino staff members. Sixteen (l6) persons 
were selected for vacant positions in the program as a re¬ 
sult of these civil service examinations. Subsequently, 
three additional persons were recruited from other govern¬ 
ment agencies. 

Program Financing . The project proposal and approval ref¬ 
lected as estimated dollar land peso cost over a three-year 
period the amounts of $1,218,000.00 and PI,078,000.00, 


12 

Budget Commission-Booz, Allen and Hamilton Contract, 

Sec. 3. 

1 ^This request was circularized to all F.O.A./faanila 
division directors. Memorandum of Public Administration 
Division to all division directors, F.O.A., September 14, 
1954. 

14 

Booz, Allen and Hamilton, Summary Report-'Budgeting, 
Phase I , (June, 1955)* p. 4. ----■ 
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respectively. The project having been approved, $588,000.00 
was set aside by U.S.A.O.M./Manila from its fiscal year 
1955 funds, $530,000.00 of which was earmarked for con¬ 
tract services.I? When the project was extended In May, 
1955* proposed dollar cost was Bet at $450,000.00 for the 
first twelve (12) months and $300,000.00 for the succeeding 
year. 


For the first year, approximately $400,000.00 was 
expended for contract services.^ Peso cost for the same 
period aggregated £201,964;36. 

The project, once it had gained momentum, grew in 
dimension. Additional personnel were required to undertake 
more tasks as the complexities of project implementation 
were unravelled. The number of American consultants as¬ 
signed to the program increased from five (5) to twelve (12), 
The Filipino staff complement increased from a maximum of 
forty (40) during the first year of the program to ninety- 
seven as of October, 1955. This made imperative a financial 
peso outlay over four (4) times larger than actual expendi¬ 
tures for the first year. The outlay for the project in 
pesos for fiscal year 1956 totalled £897#462.00.-w 

Aggregate costs of the budgeting, accounting and aud¬ 
iting modernization program amounted to: 

Dollar Assistance - $1,352,971.25 

Peso Support - £2,136,484.64 

Project Organization . Matters which required, in the 
opinion of the consultants, action by the Budget Commis¬ 
sioner were channeled upwards to the associates who in 
turn communicated with the partner in charge of the pro¬ 
ject. It was then incumbent on the partner to consider 
these proposals. After having been convinced of the sound¬ 
ness of recommended courses of action, the partner would 
then relay these proposals to the Budget Commissioner 
directly. Once approved by the Budget Commissioner, these 
recommendations would then be crystallized into directives 


•1-5F.0.A. Narrative Report No. 5 for the period July 1, 
1954 to March 3l, 1955* P. 97. 

^Amendment to Counterpart Project signed by Brenn 
and Filemon Rodriguez of PHILCUSA, September 26 , 1955* 

^Letter of Project Director Fernando Dizon to the 
Executive Secretary, PHILCUSA, October 8 , 1955* 
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and oirculars to be carried out by subordinate officials 
and personnel of the Budget Commission. 

Project organization conformed to the pattern set by 
the requirements of the program. During the first year, 
Booz, Allen and Hamilton activities proceeded on a general 
plane, covering the exploratory, development and instal¬ 
lation work in the areas of budgeting., accountings audit¬ 
ing and treasury management. For the second year of the 
program, a specialized pattern was adopted, with emphasis 
placed on performance budgeting instead of a diffused 
attack on problems of the different areas of fiscal manage¬ 
ment . 


In fiscal year 1957* contract work was discontinued 
in management services, and one consultant was assigned 
to each of the fields of budgeting, fiscal policy and 
accounting. Two consultants each continued work in the 
auditing and treasury management areas.1° 

The. Project Extended . By February, 1955* negotiations 
were already being made to have the contract between the 
Philippine government and Booz, Allen and Hamilton extended. 
In the conference between Booz, Allen and Hamilton and 
U.S.A.O.M. officials, the matter of project extension was 
brought to the fore. This dissertation Incorporates ex¬ 
cerpts of the minutes of this' meeting:^ 

Mr. Emch (of Booz, Allen and Hamilton) present¬ 
ed a proposal for contract extension setting forth: 

1 ) accomplishments under the contract 
to date; 

2) original contract items scheduled for 
deferral to Phase II; 

• 

3) original contract items scheduled for 
advancement to Phase I; 


1 O 

^Projecc Proposal and Approval, Sheet 3, Budget, 
Accounting and Audit Modernization program. 

^%lnutes in memorandum form prepared by Lester 
C. Shephard, U.S.A.O.M./Manlla, February 1 6 , 1955. 
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4) outline of work in Phase II under Budget¬ 
ing, Accounting and Auditing headings 
with considerable enhancement of auditing 
work beyond that originally contemplated 
and covering a two year period; 

5; increase of staff to nine men at peak of 
Phase II (1956 fiscal year) and 

6) estimated cost (fiscal year 1956 only) 
of $450,000.00 and ^200,000.00. 

Mr. Russell responded that he was not pre¬ 
pared to recommend a proposal at such a level 
without considerable further information than 
chat submitted and mature consideration of the 
work program and staffing plans. Mr. Russell 
further pointed out that a considerable undertak¬ 
ing in the way of justification by F.O.A. would be 
necessary in view of new requirements by Washington 
and in the light of the history of the original 
contract. 


X X X X X 

As anticipated even prior to the execution of the ori¬ 
ginal contract on July 1, 1954, a.minimum of two additional 
years had to be provided for in order to secure an optimum 
realization of program objectives.. Consequently, U.S.A.O.M. 
Manila approved Amendment No. 1 to the contract extending 
the project. On May 18, 1955> the local technical assist¬ 
ance mission cabled its notice of approval of the contract 
extension to its headquarters in Washington, D.C., and re¬ 
quested the issuance of a letter of commitment to Booz, 
Allen and Hamilton.20 The extension recognized the need 
for continued work to enable (a) completion of the budget 
manual; b) formulation of training programs for agency bud¬ 
get personnel; (c) completion of the reorganization of the 
Budget Commission with special emphasis on the effective 
development of the Budget Planning Staff, and (d) installa¬ 
tion and implementation of remaining recommendations on 
the budget system and procedures.21 


20 Letter of Deputy Director Edward S. Prentice, 

F.O.A./Manila to Wilkinson, May 18, 1955* 

21 Letter of William M. Kidney, Booz, Allen and Hamil¬ 
ton to Aytona, June 6, 1956. 



CHAPTER V 


PERFORMANCE BUDGETING IN THE PHILIPPINES 


Nearly three and a half decades ago, an American 
political historian, Charles A. Beard, cited an excerpt 
from a study of the New York Bureau of Municipal Research 
relating to the complexity of the budgetary process. The 
quotation below, which has a prohetic ring as applied 
to the installation of performance budgeting in the Philip¬ 
pines, follows 

Whoever expects, therefore, to rush a 
"budget bill" through the coming legislature 
and to see an immediate revolution in finances 
is designed to be disappointed. 

Performance budgeting shares with other new concepts 
difficulties attendant to acceptance and implementation. 
This relates to: a) legislative endorsement, b) the need 
to brief administrators as to the innovation’s operational 
requirements, and c) technical know-how to ensure an effect 
ive transition from the existing to the new system. Dis¬ 
cussion in this chapter will revolve on the aforecited 
problems as they bear on the installation of performance 
budgeting in the country. This chapter will dwell on the 
antecedents of performance budgeting in the Philippines,- 
culminating in the enactment of legislation sanctioning 
the shift from line-item budgeting to performance budget¬ 
ing. Attention will focus on the subject of budget clas¬ 
sification, with emphasis on the performance classifica¬ 
tion which serves as the core of performance budgeting. 

Ann attempt will then be made to evaluate the significance 
of the performance classification as it relates to Philip¬ 
pine government budgeting. 

Historical Antecedents . In the United States, the concept 
of perf ormance budgeting was introduced during the years 
1913-1914 in connection with a public works project in the 
Borough of Richmond, New. York. 2 Barely two years from the 


^ene Stourm, The Budget , trans. by Thaddeus Plazinski, 
(New York: Appleton & Co.7 1917)» P« xiii. 

2 A.E. Buck, Public Budgeting , (New York: Harper . 

& Bros•, 1929) » pp. lyu—f7l• 
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establishment of the Philippine Commonwealth government in 
1955» there was already a recommendation by the Government 
Survey Board to President Manuel L. Quezon advocating "the 
study and development by the Budget Office of adequate 
standards of cost and performance and' determination of the 
feasibility of adopting unit cost budgeting and a system 
of work audit."^ While some doubts may be entertained on 
the score of whether the Board intended to recommend a 
performance budget, the phraseology used seems to indi¬ 
cate that as early as 1958, there was already conceived 
in the Philippines the idea of program or performance 
budgeting. However, it took eighteen (l8) years for the 
seed sown by the Survey Board to take roots, culminating 
in the enactment of the Performance Budget Law in June, 
1954. 


President Magsaysay proposed in his budget message for 
fiscal year 1955 the adoption of a "performance budget 
based upon functions activities and projects,"4 He urged 
Congress to pass an enabling act. Taking this cue from him, 
the House Committee on Appropriations, during its execu¬ 
tive session held aboard the presidential yacht "Pag-asa" 
in March of 1954 adopted some performance features in 
legislative authorization of the fiscal year 1955 budget .? 

Passage of Republic Act No. 992 - the Performance Budget Law . 
The spade work done by the Senate Finance Committee and its 
technical staff in drafting the Performance Budget bill 
has already been discussed in a previous chapter. Those 
who sponsored the performance budget concept in the country 


^Report of the Government Survey Board (February 14, 

1958),' (Manila*: Institute of Public Administration, 

University of the Philippines, 1954), p. 7» 

^President Magsaysay asserted: 

With this (performance budget) Congress will be 
able to better determine the appropriations that it will 
authorize based on work accomplished, work expected, 
and goals to be achieved. Under our present system 
of line-item budget, emphasis iB focused on the number 
and salaries of personnel tobe employed, the cost of sup¬ 
plies, materials', furniture and equipment to be applied, 
and the amount and nature of sundry expenses to be 
incurred, rather than on the end-results or purposes 
to be accomplished, x x x. Republic of the Philippines, 
Budget for the Fiscal Year 1955 > (Manila: Bureau of 
Printing, 1954J, p. 9. 

5 

The Committee abandoned the traditional practice of 
strict itemization by providing lump sum appropriations for 
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were highly optimistic as to the eventual enactment of the 
bill into law. Even before the bill reached the legisla¬ 
tive committees. Commissioner Aytona had already discussed 
with Professor Perrel Heady, Director of the Institute of 
Public Administration, University of the Philippines, the 
matter of bringing over a consultant "to work with the 
Budget Commission in implementing new basic legislation 
which he (Aytona) hopes to get through Congress during the 
current session."® 

Some three weeks before Congress formally convened 
in session for the year 1954, three ranking Nacionalista 
party members of the House Committee on Appropriations, 
Representatives Tobias Fornler of Antique, Justino Nuyda 
of Albay and Numerlano Babao of Batangas already intimated 
their intention to push through the performance budget bill.7 
Congressman Fornler, who was to be designated Chairman of 
the appropriations committee, was mentioned by the press 
as having characterized the then existing system of budget¬ 
ing as being antiquated and unintelligible to the legis¬ 
lator s.8 

During the 1954 legislative session, two separate 
bills were introduced, both seeking to install the perform¬ 
ance budget system in the Philippines. The Senate version 
of the bill was introduced by Senator Gil J. Puyat on 
January 30, 1954. Two days later, the bill was submitted 
to the Senate and referred to the Committee on Finance, of 
which Senator Puyat was the chairman.9 On April 28, 1954, 
the committee drew up Report No. 91 recommending approval of 
the bill with certain amendments. The committee report 
was submitted to the Senate the following day.l° The bill 


the Tariff Commission, Social Welfare Administration, Coop¬ 
eratives Administration Office, National Intelligence 
Coordinating Agency and the Counterpart Fund. Arigel Q. 
Yoingco, "The New Budget System for the Philippine Govern¬ 
ment: Its Significance." Philippine Statistician, Vol. Ill, 
No. 2, (June 195*0, p. 115. 

^Letter of Dr. Bennett Rich to Dean Russell A. 

Stevenson, April 1, 1954. , 

^The Philippines Herald , January 7* 195*0 p. 1. 

8 Ibid. ' 

^"History of Senate Bill No. 45," Congressional Record , 
Senate, 3rd Congress of the Republic of the Philippines, 

1st session, (January 30, 1954). 

■^Congressional Record, Senate of ‘the Philippines, 

Vol. i, No7 b2, pp. 698-899. 
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was passed on second reading on May 15, 1954. President 
Magsaysay exercised a constitutional prerogative 11 when 
on May 17, 1954 he certified to the necessity of immediate 
enactment of the’ bill. 12 The bill was passed on third 
reading that very same day. Of the eighteen (18) senators 
who voted on the bill, only one. Senator Justiniano 
Montano, cast a dissenting vote. 1 ^ Enrolled copies of the 
bill were sent to all the senators on June 2, 1954. 

In the House of Representatives, House Bill No. 2554 
was Introduced by Congressman Tobias R. Former and Ramon 
P. Mitra, Chairman and Vice-Chairman of the House Committee 
on Appropriations, respectively. The bill was considered 
on May 20, 1954, With the title of the bill read.!4 The 
then Congressman Diosdado Macapagal (who in 1957 was to 
become the Vice-President of the Philippines) attempted 
to postpone action on the' bill until the next session. 
Macapagal flayed the bill "as being in line with the ten¬ 
dency of the Filipinos to imitate or to ape anything 
that they see in the United States without taking into 
account the applicability of thac system to the circums¬ 
tances obtaining locally." 1 .^ Certain sidelights illuminat¬ 
ed discussion on the performance budget bill in the lower 
house. It seems that discussion on the bill revolved not 
so much on the intrinsic merits of the legislativekproposal 
but even bordered on the ridiculous. We may cite in this 


• ^Constitution of the Philippines , Art. VI, Sec. 21, 

(2) which states: "No bill shall be passed by either 
House unless it shall have been printed and copies thereof 
in its final form furnished its members at least three 
calendar days prior to its passage, except when the 
President shall have certified to the necessity of its 
immediate enactment, x x x." 

^Congressional Record, Senate of the Philippines, 

Vol. 1, No. 74, May, 1954, pp. 1117^1118. 

1 3 Ibld . 

ij 4 

■ The Committee recommended approval of the bill. 
Congressional Record, House of Representatives, Vol. 1, 

No. 79 ,' May '20',"1954, p. 3598. 

■^congressman Macapagal advocated postponement of ' 
legislative consideration of the bill on the ground that it 
proposed fundamental changes which are so far reaching as 
to greatly affect the power of Congress to appropriate funds 
Congressman Mitra maintained that was sought to be changed 
by the bill was only the form in which the budget will be 
submitted by the President. Ibid ., p. 3063. 
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connection an Interpolation.made by a legislator of ohe 
of the bill's sponsors 

Congressman Marcos: Parliamentary inquiry, 

Mr, Speaker, Is this the budgetary law? 

Mr. Mitra: Yes. 

Congressman Marcos: I wanted to speak against thl3 
measure not only on specific provisions but 
. also on general principles; however, in view 
. of my affection for the gentleman from the 
Mountain Province and his distinguished province, 

I withdraw my opposition. 

Mr. Mitra: Thank you very much. The affection is. 

• mutual, xxx. 

The Performance Budget bill was approved by the House 
of Representatives on second and third reading, with seven¬ 
ty-one (71) votes in favor and none against.^7 

On motion of Congressman Veloso, a conference committee 
was appointed by the House to thresh out differences between 
the Senate Q which had earlier approved its own version of 
the bill.-*-” The conference committee met the same day and 
recommended approval of Senate Bill Mo. 45*-*-9 As finally 
enacted, the act was to take effect beginning fiscal year 
1957*. provided that as far as practicable, a partial im¬ 
plementation was to be made in fiscal year 1956 


Congressional Record, House of Representatives, 

Vol. 1, No. 79, p. 5664. 

^Ibid . 

Congressmen Marcos and Macapagal, the two stalwarts 
of the opposition Liberal party voted for the bill. Not¬ 
withstanding the absence of a dissent, some legislators 
were hardly convinced of the merits of the bill. For Instance, 
Congressman Joaquin Roces noted with sarcasm that "while 
we have a government of our own, we have nothing of our own 
in our system of government." Manila Times , November 11, 

1954, p. 4, 1 "~ 

l 8 Ibld. 

■^The composition of the conference committee was as 
follows: Senators Puyat and Macario Peralta, Jr., from the 
Senate and Congressmen. Fornler, Mitra and Antonio V. Raqulza 
for the House. Congressional Record , House of Representa¬ 
tives, p. 3686. 

2 Q Republio Act No. 992 , Sec. 25. ‘ 
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Magsaysay, when he affixed his signature to the bill, 
thereby making it a law on June 4, 1954, hailed the legis¬ 
lation as a "truly significant milestone in the develop¬ 
ment of a democratic society," congratulated Senator Puyat 
for sponsoring the bill in the Senate and commended Cong¬ 
ressmen Pornier and Mitra for their work in getting the 
bill through the House.21 

In other jurisdictions, usually the first obstacle 
encountered by the performance budget concept relates to 
legislative enactment. Such as not the case in the Philip¬ 
pines. However, despite legislative approval, implementa- . 
tion of performance budgeting did not follow as a matter of 
course. Legislators, particularly in the House of Represent¬ 
atives, were reluctant to compromise away what to them was 
the utilitarian basis of legislative authorization. In 
December of 1954, Senator Puyat, author of the law who was 
then in the United States on an official trade mission, 
wrote his staff to implement formal adoption of the per¬ 
formance budget. This came close at the heels of Senator 
Puyat's discussions with officials of the United States 
Bureau of the Budget and former members' of the first Hoover 
Commission. 22 This is indicative of the failure as of that 
date to pursue vigorously implementation of the legislative 
sessions, members of the lower house of Congress were insist¬ 
ing on acting not on the performance budget submitted by 
the President and the Budget Commission, but on the line- 
item budget, presumably because of the promise of the 
latter as a patronage device. In 1955* a majority of the 
members of the House Committee on Appropriations turned 
down the adoption of performance budgeting in the Armed 
Forces of the Philippines. The reason advanced for this 
action was that performance budgeting for the defense depart¬ 
ment was quite risky, considering that the proposed financial 
outlay involved aggregated about ?170,000,000.00. It was 
only in 1956 that the number of offices operating under the 
performance budget system was increased from eleven (11) to 
fifteen (15) with the Inclusion of four public educational 


^Official Gazette, Vol. 50, No. 6, June, 1954, 
pp. 24375 r&JT. 

2 2 Manlla Times , December 10, 1954* p. 1* 
2 ^Manila Times, March 5# 1955* P* 1» 
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institutlons.24 Likewise, In 1956, the lower house of 
Congress decided on continuing the line-»-ltem budget as a 
basis for legislative authorization, predicating this action 
on the view that legislation authorizing appropriations is 
a matter of congressional discretion. 2 5 

The Question of Constitutionality . Doubts were expressed 
not only on the intrinsic merits and practicality of per¬ 
formance budgeting, but there were also fears that Republic 
Act No. 992 contravene at least two provisions of the 
Philippine Constitution. It was claimed that performance 
budgeting violates Article VI, Section 20 (2) of the Consti¬ 
tution which empowers the President to veto any particular 
item or items of an appropriations bill. 2 ® Opponents of 
performance budgeting premised their attack on the proposi¬ 
tion that under the new system, appropriations being 
made on the basis that comprise broad programs and projects, 
the Chief Executive's veto prerogative is curtailed. Another 
constitutional provision cited pertained to the injunction 
that no officer or employee in the Civil Service shall be 
removed or suspended except for cause. 2 7 Performance budget¬ 
ing engendered the fear of indiscriminate removal of civil 
service employees on account of specific positions not being 
presented in the budget. 

To resolve the question of constitutionality. Congress¬ 
man Fornler sought the opinion of the Secretary of Justice. 
The constitutionality of the legislation was upheld by the 
ruling that appropriations in the performance budget are 
analogous to those in a line-item budget in the sense that 
these are also specific appropriations of sums of money .28 


2 ^These were the Central Luzon Agricultural College, the 
Philippine Normal College, the Philippine College of Commerce 
and. the Mindanao Institute of Technology. 

^congressman Constancio E. Castafieda of the Naclonal- 
ista party shared with Congressman Macapagal the view that 
the requirement to submit a performance budget is mandatory 
on the President but not on Congress. Ibid . 

^Constitution r >f the Philippines, Art. VI, Sec. 20 

( 2 ). 

27 Ibid., Art. XII, Sec. 4. 

^Opinion No. 57 of the Secretary of Justice , February 28, 


1955. 
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Lump sum appropriations were authorized under the line-item 
system; the constitutionality of this type of appropria¬ 
tions has never been assailed.29 Another justification 
for the constitutionality of the law was moored on consti¬ 
tutional foundations - that the form of appropriating funds 
is a matter for legislative prescription.?® 

Budget Classification 

Budget classification relates to the systematic 
grouping of government expenditures and revenues into 
appropriate and significant categories to facilitate 
comprehension and analysis. It serves as a counterpoise 
to the ramifications incident to the transition of a 
society from the simple to the complex. Because of its 
role in the effective conduct of the various phases of the 
budget process-- formulation, review and execution-- 
budget classification has in recent years been the subject 
of increasing interest. With government disbursements 
lumped in unsystematic clusters, it is difficult to 
evolve a judicious expenditure pattern. Hence, careful 
budget classification becomes a requirement of a high 
order especially for nations striving for accelerated 
economic advancement. 

According to an authority in government budgeting, a 
budget classification system may serve four general 
purposes: a) it facilitates program formulation; b) it 
contributes to effective budget execution; c) it ensures 
accountability with respect to public funds, and d) it 
permits analysis of the effects of governmental activi¬ 
ties. 51 The extent to which it fulfills these purposes 
will depend largely on the type of classification used. 
Thus, a functional classification is designed to indicate 
primarily the magnitude of' government expenditures on the 
basis of broad purposes, e.g ., public health, education 
and national defense. Efficiency in the use of government 
resources through effective budget execution furnishes 
the rationale for a p erformance classification. An object 
classification stresses the accountability aspect of fis- 
ca1 management, while an economic classification groups 
government expenditures arid receipts by economic categories 
that are significant for analyzing short-run effects of 


29 Ibid. 

Constitution of the Philippines, Art. VI, Sec. 19. 
31 

Jesse Burkhead, Government Budgeting , (New York: 
John Wiley & Sons, Inc., 1956 J, PP» 'ilo-m. 





government transactions upon the rest of the economy* 52 

In this chapter, discussion will center mainly on 
performance classification— the core of performance bud¬ 
geting. Other classification systems will be touched on 
as they relate to Philippine governmental budgeting. 

Functional Classification . The compass of governmental 
concern has progressively widened with public demands 
for more public services. It has therefore become impera¬ 
tive to devise a classification scheme to reflect in its 
entirety governmental effort in particular service areas. 

This classification cuts across departmental and agency 
lines. For example, the magnitude of government disburse¬ 
ments in the field of education is determined by budgetary 
outlays pertaining to a number of organization units such as 
the Department of Education which is primarily entrusted with 
the education function, the University of the Philippines as 
the state institution of higher learning, the Bureau of 
Public Works which attends to the construction, maintenance 
and repair of school buildings and the Board of Examiners 
of the Bureau of Civil Service which regulates admission to 
the various professions except law. 

The basic functional categories in the Philippine 
budget are:-53 

A. Economic Development 

Agriculture and Natural Resources 
Transportation and Communications 

p) Commerce and Industry 
.b) Other economic development 

B* Social Development 
Education 

Public Health and Medical Care 
a) Labor and Welfare 


5 2 United Nations, A Manual for Economic and Functional 
Classification of Gover n ment Transactions , (Department; of 
^Economic and Social Welfare,’United Nations: New York, 

1958), p. 3. 

« Re n ublic of the Philippines, Budget for the Fiscal 
Year 1962, (M anila: Bureau of Printing, 1951), p. 7. 


j. National Defense 

National Defense 
Maintenance of Peace and Order 

D. General Government 

Administration of Justice 
Legislative Services 
Pensions and Gratuities 

£• Debt Service 

Some comments cone 
classification are: 

1. Should the category of "National Defense" be 
changed to "National Security," there would be no need 
for the sub-category "Maintenance of Peace and Order." 

After all, no clear-cut line can be drawn between "internal" 
and "external" security inasmuch as the former has a 

great bearing on military preparedness against foreign aggres¬ 
sion.^ The maintenance of domestic tranquility devolves 
mainly on local law enforcement agencies. The two national 
police agencies, the National Bureau of Investigation and the 
Philippine Constabulary, are charged with the gathering of 
intelligence data relating to domestic order as well as 
external security. 

2. Under the existing classification, public works 
expenditures are allocated to the several functional classes 
to which they pertain ( e.g. , school houses to education, 
provincial and municipal capitqls to general government, 
hospitals to public health).35 While this does not indicate 


^Government Survey and Reorganization Commission, 
Intelligence and Civil Security (Manila: Bureau of Printing, 

I$5b)/P. 9- 

35^he magnitude of government spending for public 
works could noc be ascertained unless subsidiary accounts for 
"national buildings" were first consulted. Tho Bureau of 
Public Works now maintains a special control ledger to avoid 
this difficulty. Interview with Mr. Severino R. Ramos, Central 
Accounting Service, June 6, 1961. 
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the magnitude of public works expenditures, considering 
the large amounts appropriated annually for public works, 
there Is every possibility that public works expenditures, 
classified under one functional heading, may eclipse other 
classifications,36. 

3. A major handicap which prevents the functional 
classification from portraying a complete picture of govern¬ 
ment spending In any one area is the fiscal autonomy of 
government corporations. Not only are budgets of corpora¬ 
tions outside the span of legislative budget control, but 
their developmental programs are not included under the 
several functional groupings. To this extent, programs 
and finances of these enterprises are not encompassed within 
any of the classlficatory schemes provided by the Philippine 
government, except where national funds are contributed to 
these government corporations. 

Classification by Organizational Units . The line of respon¬ 
sibility for the disbursement of expenditures, from the 
Chief Executive downwards, must be explicit. Expenditures 
must therefore be classified according to the organization 
units charged with the task of carrying out governmental 
programs.37 In a budget classification scheme. Identifica¬ 
tion of expenditures by departments and other agencies seems 
to be a mandatory requirement. Through this particular clas¬ 
sification, responsibility for program Implementation is 
firmly established as well as control over disbursements 
ensured. Control is primarily effected through the allotment 
device since administrators are held responsible for using 
moneys for the specific purposes for which appropriated, and 
for keeping within-allotment limits.3o Responsibility for 
accounting of allotments is vested in the agency chief 
accountant who certifies to the availability of funds.2? To 
assure that obligations are incurred only within .the limits 
of authorized appropriations, obligation accounting waB 
introduced in the Philippines. Expenditures are recorded 
in the books of account at the time of incurrence of the 


■^For fiscal year 1962, public works appropriations 
amounted to ?564 million. 

37united Nations, Department of Economic AffairB, 
Fiscal Division, A Manual for the Classification of Govern- 

A ccoun ts (an internal working paper)/August, 19^3, p. 4. 

' Republic Act No. 992 , Secs. 14 and 15. 


^Ibld., Secs. 17 and 20. 
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obligation. These expenditures are adjusted for the dif¬ 
ference between the amounts of obligation incurred and the 
amounts disbursed to liquidate them. Unliquidated obliga¬ 
tions are regularly brought to the attention of agency 
management for proper action through a prescribed system 
of analysis of obligations incurred as of the close of the 
fiscal year. 40 


Performance Classification 


Under a performance budget system, governmental 
programs constitute the basis for executive review and legis¬ 
lative authorization of the budget. Consequently, agency 
programs must be determined to serve as the framework of 
budgetary estimates.“1 This, however, represents only an 
initial step in the formulation of a performance classifi¬ 
cation. As a descent from the program level is effected, 
one is apt to tread on rather tenuous grounds. Obstacles 
are usually encountered in the selection of the performance 
unit. These difficulties engender a maze of issues which 
have to be resolved if a conceptually-sound performance 
budget system is to be Installed. 

Performance can be measured in terms of either acti¬ 
vities or end-products having a proximate bearing on a speci¬ 
fic program. Work performed— the process or activity, 
should be distinguished from accomplishment— the end- 
product Which may or may not be a significant measure of the 
program. End-products are tangible things which result from 
the application of effort, e.g., roads built, historical 
markers erected, tax returns verified. At the national level. 


^General Auditing Office, General Circular No. 40, 
August 50, 1956. 

^Agency programs may be "buried in the layrlnths of 
organizational relationships," thus posing a complicating 
element in program determination. Don S. Burrows, "A Program 
Approach to Federal Budgeting," in the Harvard Business Review, 
Vol. 27 , (May, 1949)* p. 28l. 

In the Philippines, two factors facilitated program 
identification. The rationale for agency existence is 
urm.ily furnished by legal and administration prescriptions, 

1'Av; c.'j.'i -••;rf.."v;>y,'.ient reorganizations conducted by successive 
puIiML:-..-.! rj-vii.uistrations, particularly that undertaken in 
195?* shv.. the focus on different agency programs by re¬ 

ducing 0 vo .: 1 lap of functions, work duplication and program 
incongruities. 

42 

Burkhead, op . clt ., p. 142. 
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a search for end-products which are homogeneous and con¬ 
currently significant for performance measurement may prove 
unrewarding. The heterogeneous nature of most end-products 
which are homogeneous and concurrently significant for 
performance measurement may prove unrewarding. The hetero¬ 
geneous nature of most end-products in government deters 
precise measurement of cost, and corollarily, performance. 

To cite, in the Bureau of Printing which services public 
printing requirements, there obtains considerable variance 
in job orders which may range from an invitation card to 
the voluminous annual national budget. And even assuming 
the non-intrusion Of homogeneity factors, there exists no 
assurance that with the end-product as the classification 
base, a meaningful comparison of agency performance over a 
time span will ensue,. Technological advances and improved 
work processes significantly influence accomplishment levels. 

The installation of a dry mounting press in the Bureau of 
Lands caused an unprecedented increase in the output of re¬ 
constructed maps. Similarly, in the Bureau of Civil Service, 
the shift from an essay to an objective type of examination, 
coupled with the use of an I.B.M. correction machine affected 
not only the output but the character of the end-product as 
well. The effects of these innovations would have to be 
taken into account in performance and cost comparisons. 

There are also programs where the end-product cannot 
be discerned. This is exemplified by staff undertakings 
•such as personnel administration, and technical and other 
research endeavors conducted in the governmental sphere. 
Government research projects vary widely in point of subject 
matter, scope and intensity, thereby precluding categorization 
and standard appraisal. 

Value judgments, formed in the minds of men, are 
situational and conditioned by a complex of factors— environ¬ 
ment, training and experience, to mention but a few. One 
basic limitation of classificatory schemes, whether moored 
on end-products or other classification base, is their inability 
to serve as judgmental yardsticks, viewed from a general 
program perspective. 

On the basis of the foregoing, it is evident that 
the end-product cannot serve as the dominant basis of a per¬ 
formance classification. This is mainly due to a dearth 
of identifiable, homogeneous and significant end-proclucts, 
and in cases where they are available, the need for refine¬ 
ments therein. Program considerations, however, tend to 
be eclipsed by over-refinement in performance classifica¬ 
tion. After all, the classification format is intended to 
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subserve rather than impair management goals* In this 
light, utilization of the process or activity, or other 
relevant classification base gains significance. 

Performance Classification in the Philippines* The perform¬ 
ance classification was evolved through the combined ef¬ 
forts of the Budget Commission and operating agencies, with 
technical support extended by Booz, Allen and Hamilton. 

The now defunct Government Survey and Reorganization Com¬ 
mission also contributed to the development of the perform¬ 
ance classification scheme. An easel presentation depict¬ 
ing the steps to be followed in devising the appropriation 
structure, as well as a draft circular containing instruc¬ 
tions for preparation of estimates were distributed during 
the training conference in performance budgeting conducted 
by the Budget Commission in May, 1955* In this conference, 
budget examiners, agency administrative and budget officers 
were constituted into working groups to draft the tentative 
organization of programs, projects and budgetary work mea¬ 
surement for each bureau or office.43 The classification 
format worked out by these groups' was quite crude, indicat¬ 
ing a great deal of groping which attended the initial stages 
of performance budget installation. 1 * 1 * Improvements in the 


^^Republic of the Philippines, Training Conference in 
Performance Budgeting, May 3-1**, 1933 * (Manila: Institute 
of Public Administration,university of the Philippines, 
1955), P. 89 . 

44 

For the Office of the Secretary of the Department of 
Health, the working group proposed the following classifica¬ 
tion: 


Program 

I. General Adminis¬ 

tration 

II. Health Educa¬ 

tion 

III. Tuberculosis 

Services 


IV. Nutrition 
Ibid., o. 254. 


Projects 


Executive direction 
and staff services 

Health education 
and information 

Chest centers 

Rest settlement . 

Administrative 

Services 

Research Nutrition 
Information 


Budgetary Unit of 
Measurement 

Non-measurable 

Health information 

Cases handled 
PatientdavB 

Non-measurable 
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classification scheme were made later on by Booz, Allen 
and Hamilton, Budget Commission personnel and Filipino 
technical assistants assigned to the Budget, accounting 
and auditing modernization project, working in close 
conjunction with agency administrators and budget officers. 

The performance classification is supposed to be 
reviewed annually by the Budget Commission with an eye 
to constant Improvement. Consequently, what are now in¬ 
corporated in the performance budget document must already 
be improved versions of program classification and work 
measurement. 

Features of Philippine Performance Classification . The 
performance classification devised integrates some peculiar 
features. Programs, both capital and operating, are sub¬ 
divided into projects on the basis of several alternative 
criteria— kind of activity performed, geographical distri¬ 
bution, nature or character of work, clientele served, 
types of service and processes, depending on whatever is 
suitable. 4 ? From this leeway given to agencies stems the 
charge that the appropriation structure is not firmly grounded 
on a performance concept at lower programmatic levels. 

A closer look confirms the. impression that the cri¬ 
teria adopted for program division were derived from the 
traditional bases of-work specialization— purpose, process, 
clientele and area. 4 ® That in a complex organization, per¬ 
formance budget presentation geared to "functions, activi¬ 
ties and projects" is susceptible of varying interpreta¬ 
tions, depending on one*s perspective, may be conceded. 

Still, the temptation to criticize the pr iscribed bases 
for program classification is hard to resist. For instance, 
in trying to distinguish between "kind of activity performed," 
"nature or character of work," and "processes," it may be 
quite difficult to ascertain just where one shades off 
into the other. One may also question the use of geographi¬ 
cal area as a basis for program division. From the agency 


^Budget Commission, Budget Circular No. 41 , August 1, 

1956 .' 

eg 

^ L, Gulick and L. Urwick, Papers on the Science of 
Administration, (New York: Institute Of Public Administration, 

X937T7 pp. 15 - 30 . 
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standpoint# a decentralized pattern may occasion administra¬ 
tive benefits. Yet this has only a tangential bearing on 
the budget process. Otherwise stated, the geographical 
area criterion may only, blur the purposive orientation 
which should attend regional and other field operations. 

Division of programs is a significant step in perform¬ 
ance budgeting. At this juncture, the program is dissected 
into reasonably homogeneous types of work operations. 

It is also at this level where work is identified, the 
unit or units of work measurement selected, and the total 
work expressed in terms of so many numbers of unit of work 
selected. 4 ? 

In the United Nations* manual on performance budget¬ 
ing, an activity is construed as a division of an operating 
program while a project as a division of a capital program. 

This distinction is not observed in the Philippine perform¬ 
ance classification. What are denominated as projects cor¬ 
respond to activities in other jurisdictions, notably the 
United States. Possibly, the imposition of the project as 
a distinct echelon below the program level is designed to 
skirt the distinction between end-products and activities. 

This, however, has ushered in some difficulties. Thus, agen¬ 
cies are prone toregard a project as being made up of activities 
when actually the latter are only operations or sub-activi¬ 
ties of an activity. More important, it has given rise 
to a series of queries— "What is sought to be measured in 
the Philippine performance budget? Is it the activity loosely 
construed as a project, or the operations which comprise an 
activity? What is the so-called ,! work result” adopted as 
the performance unit? Is this not the very end-product 
which those who devised the Philippine performance classifi¬ 
cation did not deign to cope with in the first instance? 

Is the fragmentation of programs into operations or sub¬ 
activities conducive to performance measurement?” 

This thesis will endeavor to clarify some points which 
may assist in providing answers to the foregoing questions. 


^?United Nations, Department of Economic and Social 
Affairs, Fiscal and Financial Branch, A Manual of Programme 
and Performance Budgeting , (i 960 ), p. 3^ 
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Measurement Techniques 

in tne establishment of a performance classification, 
attention must by porforce be focused on the cost denominato] 
of agency programs and the degree of effectiveness with 
which program objectives are pursued. For a particular 
program subdivision to be useful in improving management 
decisions as well as for performance analysis, it must be 
directly related to the work concomitants of a program and 
be susceptible to measurement. A number of techniques lend 
themselves to use in this connection. 

At the time performance budgeting stirred a mounting 
wave of Interest among fiscal and academic circles as a 
result of the Hoover Commission’s task force recommendation, 
cost accounting was deemed by many to be a prime requisite 
for effective installation of a performance budget system. 

As one writer then averred, performance budgeting was "serioi 
ly handicapped by its almost slavish linkage to cost 
accounting.” 40 Due to the expense entailed in obtaining unit 
costs through cost accounting. Increasing attention has cen¬ 
tered on other non-cost accounting approaches considered 
suitable as a basis for measuring performance. These are: 
personnel work measurement and the ratio of personnel 
technique. 

These approaches will now be discussed as they relate 
to the Philippine performance budget. 

Dost Accounting . As a technique of cost measurement, cost 
accounting is perhaps non-parell Insofar as precision is 
concerned. AH elements of cost, direct and indirect, are 
netfculously collated to obtain the unit functional cost, 
which when multiplied by the quantitative factor yields the 
estimated cost requirements for a particular level of desired 
accomplishment. Standard unit costs are then developed as a 
yardstick with which to measure efficiency and effectiveness 
cf particular operations, allowance being given to price 
changes. Cost accounting thus provides data for use in the 
preparation of budget estimates based on actual performance 
cr services rendered. It Is particularly suited to insti¬ 
tutional agencies where cost information can be made avail¬ 
able on almost all categories of services, patients or 
Lnmates. 


48 

°Frank Sherwood, "Some Non-Cost Accounting Approaches 
;o Performance Budgeting," in Public Management, Vol. 36 
January. 1954}. n. 12. 
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The Installation of cost accounting has been integrat¬ 
ed as a program of the Systems Division, Central Accounting 
Service of the Budget Commission,, A procedures manual has 
been prepared as a comprehensive reference guide in the 
installation of cost accounting. In at least two hospitals, 
and in the Bureau of Printing, there has been installed 
the system of cost accounting. The installation procedure 
in one of these institutions-- the Maternity and Children’s 
Hospital, will now be described.^9 

A cost accounting unit, separate'from the hospital’s 
accounting unit, was created under the Administrative Divi¬ 
sion of the hospital. This unit consisted of a hospital cost 
clerk and an understudy. Twelve cost centers were established 
to represent the service departments of the hospital, as 
follows: dietary, general administration, linen and laundry, 
dental service, nursing service, medical service, laboratory, 
roentgenology and flouroscopy, pharmacy, blood bank, anaes¬ 
thesia and operating room and dispensary. Nine categories of 
patients were identified as recipients of the various hos¬ 
pital services, with one special activity— the School of 
Midwifery. Set up as counterparts of the cost centers, these 
clients were: 

Obstetrics patients 
Gynecology patients 
Nursery-Normal and 
abnormal babies 
Nursery-premature babies 


Toxemia patients 
Isolation patients 
Pay patients 
Charity patients 
School of Midwifery 


On the basis of the cost centers established, a cost 
accounting report was then prepared* This report depicted 
what had been accomplished in terms of modern medical care 
of patients and the cost per - unit of the hospital services 
that contributed to this medical care. Thus, for the month 
of November, 1959, cost per patient day for obstetrics 
patients amounted to f>8.82 (broken down into dietary serv¬ 
ices - jrl.26; general administration - TO.32, linen and 
laundry - ?0.38, etc.). With cost information made avail¬ 
able on all services and patients, the hospital administra¬ 
tion, armed with cost accounting data, was able to direct 


^The materials for this discussion were drawn from a 
report by the Hospital Cost Accounting Survey Team, Systems 
Division, Central Accounting Service, entitled 1 Cost Account¬ 
ing System Now Installed in the Maternity and Children’s 
Hospital 11 in the Philippine Journal of Government Account ¬ 
ants, Vol. 2 (January-March, i9&°)» PP* 42-44. ~ 




attention to: a) evaluation of work accomplished; b) program 
planning of services; c) further control of the work of. the 
hospital staff, and d) development of standard unit costs 
of each hospital service. 

Work Mea surement . Work measurement is the method of estab- 
i^ninganequiT;able relationship between the volume of work 
performed and the manpower utilized in completing that 
volume. Its effectiveness depends largely on the consolidat¬ 
ed relation of work load reports to time records. 50 jn 
performance budgeting, work measurement helps to determine, 
explain and evaluate program oosts, personnel requirements 
and approximate unit oosts. 

. , In 1954, during a budget conference held at the Insti¬ 
tute of Public Administration, University of the Philippines, 
one of the working groups prepared a report on the subjeot 
of work measurement and work simplification. The report 
indicated that experience of Philippine government agencies 
with work measurement methods were practically nil during 
the pre-budget reform period. Government agencies, particular¬ 
ly the twelve pilot units, had to exert pioneering efforts 
in determination of work output and time reporting,51 It 
therefore evinces little surprise that some of the work 
measurement schemes devised were rather crude and flaw- .. 
ridden. Some of these deficiencies can be gleaned from the 


50 

_ United States Bureau of the Budget, A Work Measure- 
Sys tem, Development and Use— A Case Siudy , (Marcli, 
1950;, p. 2.-- 

51 

To quote from a portion of the report dwelling on 
observations on work measurement in the agencies as of that 
time (1954): 

For the present, there are no reports and 
statistics on work measurement and work simplifica¬ 
tion in the various agencies of the Philippine 
Government. 

The reports on the accomplishments of employees 
serve merely as a means of justifying their promo¬ 
tions. 

The annual reports of the heads of the different 
agencies do not include measures of output nor 
measures of time expended. 

X X X X X. 

Report of Group 7 on Work Measurement and Work Simpli¬ 
fication, (unpublished i. n. 7.-- 
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June, 1956 survey report of Booz, Allen and Hamilton.52 
In the Bureau of Civil Service, “fruit salad measures"* 
were in use. In the Bureau of Labor, the validity of 
reported data was doubtful as work performed pursuant to 
one program was credited to another, distorting unit cost 
data. In at least one agency, the Industrial Safety Engi¬ 
neering Division, consensus as to the inadequacy of the 
measurement unit obtained, but nothing could be done in 
the absence of a suitable alternative. 

The personnel work measurement schedule in the Philip¬ 
pine performance budget furnishes information on units of 
work measurement, actual work accomplished for the past 
fiscal year and estimated for the current and incoming fiscal 
years, rate of production per man-year, man-years of employ¬ 
ment, and cost per unit of work required for each project. 

The rate of production is derived by dividing total units 
of work accomplished or estimated units to be accomplished 
by total man-years. The cost of work is calculated by divid- 
ing total program obligations by the- number of units of work 
accomplished or estimated to be accomplished.53 

The key faotor in the personnel work measurement sche¬ 
dule is the unit of work measurement defined as the "prin¬ 
cipal result of all the separate operations that are conducted 
under a project, "54 i n the adoption of the'unit of work 
measurement, agencies are enjoined by the Budget Commission 
to emphasize work results— completed activities taken by an 
agency which have a direct effect in attaining a desired 
objective and which constitute direct services to the client- 


52 

Booz, Allen and Hamilton, Surveys of the Budget 
Operations of the 12 Agencies Operating Under 1 Pe rforman ce 
Budgeting in TTiscal Year 1956 , June 30, 195b. ~ 

•^Oddly enough, the Organization and Methods Specialist 
of U.S.A.O.M./Manila even advocated the use of "fruit 
salad measures." He stated: 

To one of the current performance budgets 
several work units were used: permits issued and 
certificates granted. Why not combine permits and 
certificates as one work unit: fruit salad, if you 
wish. xxx. 

Training Conference in Performance Budgeting , May 3-14, 
1955» op.cit7, ppY 153-134. 

^Budget for the Fiscal Year, 1962 , op . clt ., p. 11. 

^Budget Commission, Budget Circular No. 4l, 

August 1, 1956. -- 
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tele served. 55 Evidently, the activity (project) is pro¬ 
posed to be measured by the results of its constituent opera¬ 
tions, with the unit indicating the amount of work per¬ 
formed. With the target sights set-- the work unit to 
measure the results of operations, we shall now consider 
how the Philippine budget classification went about attempt¬ 
ing to achieve this end. 

Earlier, the proposition that the end-product cannot 
dominate performance classification on account of its usually 
heterogeneous character was advanced. That n work results" 
has reference to end-products is borne out by the units of 
work measurement actually devised. The end-produot is relied 
upon to yield measurements of work performed. Consequently, 
what has been stated concerning the limitations of end- 
products as a classification base can be reiterated. 

Unit costs are significant in instances where the end- 
product is homogeneous. Development of the performance 
classification in the country must have proceeded with 
unbridled enthusiasm for there was an attempt in a large 
majority of cases to obtain unit costs irrespective of the 
nature of the end-product. The performance budget document 
is replete with heterogeneous end-products for which unit 
costs were derived, e.g., "cases handled and submitted," 
"cases adjudicated," "numbers of programs broadcasts," 

"UNESCO projects complemented," "number of agencies coor¬ 
dinated," "number of budgetary projects." Work units such 
as "cases adjudicated" for judicial and regulatory agenoies 
cannot be utilized as a barometer of accomplishment inasmuch 
as a case may be disposed of in its initial stages even 
without the necessity of formal action or may be made to 
drag on for months and even years. Unit costs in these cases 
will be mere conjectures which are precisely what are 
sought to be eliminated in an improved budgetary scheme. The 
law of averages cannot likewise be invoked inasmuch as it 
may not be possible to forecast the nature of cases to be 
encountered in the future. 


55 

'Units of work results are differentiated from units 
of work volume which relate to internal actions taken by 
an agency to secure a desired result, and units of work 
accomplishment which relate to agency program goals and 
which are acceptable objectives of public policy. Budget 
Commission, Budget Operations Manual, (Manila: Bureau of 
Printing, 1937)73^-1.- 
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There should be every attempt to limit the work 
unit to a particular end-product. There are Instances 
where a work measurement unit Is made to encompass 
several variations of the end-product. This signifi¬ 
cantly detracts from the usefulness of the measurement 
units. Illustrations: 

Bureau of Public Works - kilometers of national 

roads constructed, reconstructed and improvedj 
lineal meters of national bridges constructed, 
reconstructed and improved, and Irrigable 
hectares investigated and plans prepared. 

National Planning Commission - number of plans prepared 
and/or amended. 

Cooperatives Administration Office - number of cooper¬ 
atives reactivated or liquidated* 

An "activity," labeled "project" in the Philippines 
performance classification, normally covers a number of 
operations or sub-activities. It is therefore essential 
that a unit which stands to measure all these activity 
components be constructed. The whole being the sum of its 
parts, a projected measurement of a part does not stand to 
measure the whole. Hence, it will not suffice to pick out 
just one sub-activity and subject it to measurement inasmuch 
as it will not Indicate the magnitude of a particular activity. 

Illustrations: 

1. Tariff Commission 

One of the projects of the Tariff Commission 
relates to "Economic and Tariff Researches and Statis¬ 
tics." Six activities are listed as falling under 
this project-- rendition of advice to other govern¬ 
ment agencies on foreign and domestic trade, trade 
^agreements and tariff relations; evaluation of pertinent 
trade, economic and business factors; analysis of 
tariff legislation of other countries; collection, 
presentation and interpretation of statistical data on 
Philippine international trade and commerce; gathering, 
compiling, analysis, evaluation and presentation of 
statistical data on customs revenue raised from 
Philippine imports based on existing statutory and 
proposed tariff rates, and study and reporting on tariff 
levels of other countries. 



Jfhe unit of work measurement adopted-- "numoer 
of customs entries completed and analyzed," related 
to only‘one of these six activities— processing 
of statistical data on customs revenue. To this 
extent, the other data in the schedule-- production 
rate and unit cost cannot purport to take into 
account the other five sub-activities which were 
left out. 

2. Bureau of Records Management 

The Bureau of Records Management of the Depart¬ 
ment of General Services, has for its sole program 
the "management of records and archives." The 
various activities of the Bureau are lumped together 
to constitute one project-- "records management, 
archival operations, consultation services and 
general administration." Eight activities were cited 
as falling under this project, namely: 

1. conduct research studies and develop criteria 
on records creation, disposal and retirement; 

2. inspect and appraise government records 
and determine which should be retired or 
destroyed; 

■f 5 . direct and determine the methods of records 
f disposal; 

* 4 . report any loss of records in the Bureau and 

institute recovery measures; 

5. require reports and statistics from govern¬ 
ment entitles on their records management 
activities; 

6. develop and initiate training programs in 
records management; 

7. provide technical advice and assistance 

to government agencies in matters concerning 
record management, and 

8. store and rehabilitate and records of permanent 
value. 

The work measurement unit hit upon is "number 
of documents processed" which is directly related 
only to the second and possibly the eighth activity 
of the Bureau. 
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Notwithstanding the Budget Commission^ directive, 
work measurement units of some agencies underscore work 
volume instead of work results. 

Illustrations: 

1. The Board on TextbookB of the Department 
of Education has for its project the adop¬ 
tion of textbooks and supplementary readers, 

. The work unit should properly relate to 
"number of textbooks and supplementary readers 
approved," instead of the present one of 
"number of books and manuscripts reviewed." 

2. Re the project of the Radio Control Division 
of the Department of Public Works and Com- 
muniuations entitled "licensing of radio 
stations and radio operators, the work 
measurement unit is "applications processed." 
This lends emphasis to work volume. 

There are also Instances where the work results are 
not significant as a measurement of agency effectiveness 
in carrying out its programs. The central personnel agency 
provides an apt illustration in this regard. It is the 
practice of the Bureau of Civil Service to givo examinations 
either on its own accord or upon request by an agency. There 
may only be a handful of vacancies to be filled by success¬ 
ful competitors, but hundreds and even thousands apply for 
and take civil service examinations. From the standpoint 
of the central personnel agency, the work unit - "number of 
examinees" denotes work results. Thi3 creates quite an 
illusion - that passing a civil examination automatically 
entitles one Id a position in the public service. This equal¬ 
ly applies to another work unit of the Bureau of Civil 
Service - "number of eligibles certified." Certification of 
eligibility by the Bureau of Civil Service is by no means 
a passport to government employment. As a matter of fact, 
certification has become a farce in the face of continued 
agency employment of non-civil service eligibles as "emergency" 
or temporary employees. 

Even for agencies engaged in quite identical under¬ 
takings, a variance exists in units of work measurement. 

To cite, the Bureau of Internal Revenue uses "collection 
receipts issued" for the project "tax collection," while 
the Bureau of Customs adoptB "pesos collected" for the 
project "assessment and collection of duties, internal 
revenue taxes, dues and fees." Evidently, "pesos collected" 
is not an appropriate unit of measurement, the average cost 



of tax collection not being meaningful except perhaps 
for statistical purposes. Even the work measurement 
unit of the Bureau of Internal Revenue— "collection 
receipts issued," while decidedly an Improvement over 
that adopted by the Bureau of Customs, cannot still 
measure up to the criteria of an effective performance unit* 
One collection receipt might represent the outcome of a 
protracted tax litigation while another might just be the 
result of a routinary assessment and collection procedure. 

We also have to consider that the level of tax collection 
depends on a conglomerate of factors other than intensified 
tax collection, such as business conditions, tax conscious¬ 
ness and extent of tax compliance. 

There are oven attempts in the Philippine performance 
classification to measure the end-products of technical 
studies. For the project "agricultural economics research 
and statistics" of the Office of the Secretary, Department 
of Agriculture and Natural Resources, the unit of work 
measurement adopted is "studies undertaken." The unit cost 
derived for this heterogeneous activity is practically meaning 
less as a gauge of performance efficiency. Similarly, in 
the Bureau of Research and Laboratories of the Department of 
Health, "number of research studies conducted" is used as 
the work unit. Total work unit3 on hand, accomplished or 
estimated to be accomplished for three successive fiscal 
years have been pegged to the magic number 14 which is just 
another way of stating that these researches commenced about 
two years ago arc still in progress. 

The performance classification in the Philippines 
ushered in the practice of "target-setting." Concern 
with the number of work units has prompted agencies to spur 
their employees to accomplish more. While target-setting 
has some merits, still we cannot discount the fact that it 
has led to certain practices which do not conduce to effect¬ 
ive public management. With "number of students" as the work 
measurement unit for government educational institutions, 
the University of the Philippines has relaxed once-rlgid 
admission and scholastic requirements in order to support 
request for increased budgetary outlays. Stress on quantity 
has led to the sacrifice of quality, ^specially when targets 
are construed as hard and fast goals from which no deviation 
is warranted. Target setting may b^ carried to ridiculous 
extents. For instance, a rural health officer may be 
required to come up with a required number of inoculations or 
childbirth deliveries in a particular locality. There are 
also activities which are so limited in coverage that it 
would be unrealistic to apply target-setting, o.g., erection 
of historical markers. 
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General Administration Employment R atio and Expense Per 
Man-fear Appro ach. This - technique, applied to activities 
in which quantitative personnel work measurement Is not 
feasible, is an adaptation of the ratio of personnel ap¬ 
proach where the number of personnel required is related 
to a definite organization index .56 in the Philippine 
performance budget, for projects denominated "general 
administration," a ratio is derived from the number of per¬ 
sonnel engaged in general administration and total agency 
employment. Administration expense per man-year is extracted 
by dividing total project obligations by the number of 1 
man-years of employment for the agency. Reproduced below 
are the general administrative employment ratios and 
expenses per man-year for three agencies of the national 
government. The first relates to a social welfare agency 
while the second deals with field services of a regular 
line department. Schedules of a government educational 
institution for three successive fiscal years are also ini 
corporated herein to permit comparison over a period of 
time. ■' 

1. Social Welfare Administration - 


1 Man-yea rs 1 General r General 

* Total 1 Total* Adm.Employment 'Adm. Expense 
Year ‘Gen. ‘Agency* Ratio * tier man-year 

__* Adm.» ‘ i 


1960 245 1,015 1:4 StffO .48 

1961 260 1,084 1:4 706.94 

1962 262 1,088 1:4 782.71 


^ In the United States Federal government, one per¬ 
sonnel employee is permitted to every 110 civilian workers 
and one person performing payroll, leave and retirement 
activities is allowed for every 235 civilian employees# Frank 
P. Sherwood, The Management Approach to Budgeting , Vol. 23 , 
(Brussels: Internati onaT Institute of Administrative 
Sciences, 195 * 0 , p. 40 . 
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The general administrative employment ratio and 
expense per man-year schedule accomplishes two things. 

It Indicates the proportion of those engaged in general 
administration tasks to the personnel complement of the 
agency. In addition* it elicits a figure which pruports 
to represent general administration expense for carrying 
out agency programs. 

In Case 1 * the schedule shows that approximately one 
out of every four employees are performing general adminis¬ 
tration functions and that in fiscal year i960, the amount 
or £670 .48 was actually spent by the government to service 
the general administration needs of each and every individual 
In the agency, regardless of the functions they handle. 

This figure is a statistical average and does not make a dis¬ 
tinction on the basis of work performed, scope of responsi¬ 
bilities and levels in the agency hierarchy. The schedule 
per _se does not explain why the average administrative cost 
has been on the rise for the three fiscal years covered by the 
schedule. Only by reference to the analysis of changes In 
obligations between current, present and incoming fiscal 
years can the principal cause for the increase be ascertained. 
In this case, increase in the general administration expense 
per man-year is attributed to the increase in obligations 
for general administration, which is In turn based on 
Increase in personal services. The schedule likewise states 
that only two positions are proposed to be added to the 
present force. It can therefore be assumed that the great 
bulk of the proposed increase in personal services will 
go not to new items but to salary .Increases of Incumbents. 
Turning to the schedule of salaries and wages, we note that 
the salary increases are concentrated mostly on subordinate 
positions. 


Case 1 illustrates the point that the administrative 
employment ratio has to be correlated with other schedules 
In the budget document in order that it may be of analytical 
significance. 


2 . Department of Labor 

Program IV - Field Services 


1 „ Man-years * I . 

•Total i * General 1 General 

Year ’Gen. Adm.’Total *Adm. Employment* Adm. Expense 
1 _ ’Agency* Ratio _ ’ per man-y.ear 


1960 70 478 

1961 77 568 

1962 97 595 



!?558.10 

717.18 

752.43 
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Case 2 denotes the fact that no direct correlation can 
be drawn between the general.administrative employment 
ratio and the general administrative expense per man-year. 
The assignment of more personnel to handle general adminis¬ 
tration functions---in this case, twenty, is bound to be 
reflected in increased general administrative expense for 
the fiscal year 1962, although there is a decrease in the 
general administrative employment ratio. The more important 
question which the schedule leaves unanswered is— will such 
assignment lead to increased efficiency of the field 
services? In this case, supposing that the twenty addition¬ 
al men, instead of being assigned to general administration, 
were to be detailed to line operations, then the ratio will 
be 1 : 8 . What significance does this ratio 1:8 have and 
will it constitute an improvement over the 1:6 ratio? 

3 . Samar Institute of Technology ^* 
a. Fiscal Year i960 budget 


Man-years 


Year 'Total 1 Tota 
•Gen. Adm.'Agenc; 




5 * 1 , 229.25 
798.04 
1,166.92 


. Fiscal Year 1961 budget 


n-years » General * General 

Year ' Total » TotaT t Adm. Employment'Adm. Expense 
'Gen. Adm.'Agency ' Ratio 'per man-year 



c. Fiscal Year 1962 budget 



^Fig ures derived from the budgets for fiscal years 
i960, 1961 and 1962, pp. 660, 68l, and 695# respectively. 
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Case 3 indicates several flaws in the approach as 
evolved by the Budget Commission, inconsistency in the 
figures for particular fiscal years frustrates not only 
attempts at analysis but understanding as well. 

Prom 3 (a), it appears that the ratio is a crude way . 
of denoting relationship between man-years devoted to 
general administration and total agency employment. The addi 
tion of just one person (from 42 to 4 j) unrealistically 
raised the ratio from 1:2 to 1 : 3 . A more accurate way would 
be to express the relation in terms of percentage. 

The proposed increase of personnel assigned to adminis¬ 
trative work (42 to 43 ) in 3(a) apparently did not material¬ 
ize, inasmuch as in 3 (b), there was even a drastic reduction 
of administrative personnel from 42 to 24 . Despite this, 
however, the estimated administrative expense per man-year 
for i960 (¥'1,166.92) closely tallied with the administrative 
expense for that same fiscal year as per 3 (b)-- £ 1 , 054 . 01 )• 
Astonishingly, in the fiscal year 1962 budget, the adminis¬ 
trative employment ratio was again transformed from 1:4 to 
1 : 2 . 


The varying figures in the three schedules— even for 
the same fiscal year-- seem to defy comprehension. 

The reflection of "general administration" as a separate 
program or project is not hard to fathom. In many cases, 
the performance classification in the Philippines was made to 
conform with the agency's organizational structure. This 
attempt at synchronizing budget classification and organiza¬ 
tion led to a separate categorization of "general adminis¬ 
tration" Inasmuch as an administrative unit is practically 
a standard entity in most agencies. Administration does 
not bracket only the activities of this unit. It extends 
upward to the apex of the organizational pyramid to encompass 
agency executive direction and downward to include custodial 
and janitorial services. 

In the writer's opinion, the construction of "general 
administration" as a distinct project, and at times even 
a major program, results in a de-emphasis of the magnitude 
and financial requirements of other agency programs and 
projects. This compartmentallzation also implies a schisms 
between general administration and line operations. This 
runs counter to the precept that general administration 
partakes of the nature of supporting services, and as such, 
should be related to the constituent programs of an agency. 
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There Is an antecedent requirement for the general 
administrative employment ratio and expense per man-year 
technique to realize Its basic objective-- that of providing 
management at various levels a significant aid ldn budget 
formulation and execution. This is the development of a 
set of well-conceived, empirical criteria based on such 
considerations as agency size, character and scope of 
operations, degree of complexity, personnel technical 
requirements and the like. In the same vein that charac¬ 
terizes agency efforts to evolve standard unit costs on the 
basis of work measurement data and experience trends, agency 
sights must aim at model general administrative employment 
ratios and expense per man-year. That the present scheme serves 
as a wedge for chalking up further gains may be conceded. 

Much, however, remains to be done in the way of intensive 
analysis and study with the end in view of achieving an 
efficacious technique useful both from the standpoint of the 
agency and budget examiners. 

Evaluation 

A performance classification must be assessed on the 
degree to which it serves the purposes of government 
budgeting. These purposes fall into two basic classes.-- 
the improvement of legislative and executive budget review 
and decision-making and facilitation of effective internal 
administration. 5 o Thus, the following are relevant inquiries 
in ascerta ning the benefits derived from the Philippine 
performance classification: 

1 . Has the Philippine performance classification 
contributed to Increased effectiveness in 
budgetary decision-making by the legislature? 

2 . In what ways did the performance classification 
Improve the nature of executive budget review 
by the Budget Commission? 

3 . What are the uses of the performance classifica¬ 
tion to the agency administrator? 

Legislative Budgetary Decision-Making . The line-item budget 
by its meticulous concentration on expenditure objects con¬ 
veys the Illusion of precision but does not reflect agency 
service goals. It only indicates agency expenditure 
requirements in comparison with past fiscal years, and the 
relation of these projected expenditures to Income. The 
performance budget Identifies the various agency programs. 


^Frederick C. Mosher, Program Bu dgeting, 
Public Administration Service, 195 * 0 / pT 90 . 


(New Yotfk: 



their activity components, quantity of work to be performed 
and cost ingredients of programs. These cost and other 
information data may serve as useful tools in appraising 
expenditure proposals contained in the performance budget 
document. 

Progressive-minded legislators, however, may not be 
in a.position to elevate the level of congressional 
budget review. The nature of the legislative process 
seems to countenance practices detrimental to enlightened 
budget assessment. The responsibility of evaluating exe¬ 
cutive budget proposals is delegated to legislative 
finance committees on which converge pressures of all 
sorts, beneficent or otherwise. It is not uncommon for 
budgetary decisions to be reached in conclave with parti¬ 
cularistic interests prevailing. Pseudo issues may 
occupy the forefront in legislative authorization of the 
budget. To cite, the 1962 appropriations bill nearly 
failed to pass the legislative mill simply because one 
legislator was against the establishment of a Philippine 
legation in Tel Aviv. Then, there are also members of 
the legislature who by orientation are inclined to view 
the national budget primarily as a patronage device and 
only secondarily as a vital fiscal document.58 on this 
score, the incumbent Budget Commissioner, Mr. Faustino 
Sy-Changco, was quoted as saying:59 


rft 

In 1959> legislators belonging to the lower house 
Initiated the infamous "50-50 plan" whereby new positions 
in the i960 budget, numbering 1,800, were to be apportioned 
on an equal basis between the President and other executive 
officials on one hand and the 85 congressmen who belong to 
the majority party on the other. This created quite.a furor 
in the press as the senators, who were not included in 
this farming out of positions, criticized the arrangement. 
Gregorio A. Francisco, Jr., and Raul P. de Guzman, "The 
, 50-50> Agreement: A Political Administration Case"' in ' 
the Philippine Journal of Public Administrati on. Vol. 4, 

No. 4 (October I960), pp. 328-347' 

59|?austino Sy-Changco, "Significant Aspects of the 
Present Budget System in the Philippines" in the Philippine 
Journal of Government Accountants, (July-September^ 19o0i, 
p. 14. --- .... 
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.. The opinion was advanced that the principles 
of management which require delegation of’ both res¬ 
ponsibility and authority run counter to the historio 
pattern of legislative dominance over the executive, 
and to attitudes concerning congressional authority 
and control sincerely held by many members of 
Congress. More bluntly, it has been hazarded that , 
perhaps, the legislators did not want to relinquish 
wHaFl^o them was the utilitarian "basis of legisla ¬ 
tive authorization„ The line-item budget seems 
to lend' itself more~readily as a patronage device . 

(undersc oring supplied). 

Neediess to state, preoccupation with objects and 
trivial details produces a corroding effect on legislativ 
review of the budget. 

The above factors aside, and considering only the 
aspect of opportunely afforded by the performance budget 
for intelligent budget review, the following are to be 
noted: 

1 . The performance classification cannot claim to 
supply substantive data for the resolution of 
questions which are of principal concern at the 
policy-decision level. In the field of educa¬ 
tion, for instance, it cannot supply meaningful 
guides to a determination of policy questions 
such as "How can the government Improve public 
education?" or even a less general one, such 

as "How can the government solve annually recurring 
problems of public school crises? All that can 
be found in the performance budget document are 
number and unit costs of classes maintained, 
project costs and personnel requirements, includ¬ 
ing number of supervisors and teachers and their 
remuneration. 

2 . . The Philippine performance budget presents a 

motley of project characterizations which though 
significant from the agency standpoint, do not 
fall within the ken of broad policy-making. 

Except in every special cases. Congress may not 
be expected to pay assiduous attention to matters 
•such as the number of historical markers erected, 
cubic centimeters of vaccine manufactured, or 
the supposed unit cost of a laboratory research 
in "emetine HCI plus plevin for amoebiasls treat¬ 
ment." Through the performance classification. 
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governmental budgeting, once confined In the 
cell of object classification, has come to occupy 
only a somewhat larger cubicie. It still has 
not sufficiently overcome the objection that 
the budget document Is replete with details. 
Emphasis seems to have shifted from one form 
of detail-- objects of expenditure, to another-- 
activity costs. 

3. Granting that agency workload data and cost 

figures are given serious consideration by legisla¬ 
tors, budgetary decisions cannot be divorced from 
the realities of political administration. A 
course of action may be indicated by the performance 
classification, but -this may not Jibe with politica: 
expediency. To cite., units and even agencies have 
a way of waging.a battle for survival, its feeble 
claim to continued existence as per work load 
data notwithstanding. A case in point is that 
of the Wage and Position Classification Office, 
the main function of which is to classify positions 
in the national government. For fiscal year 1962, 
the amount of *?552>9l4 was requested for this 
agency. Actual obligations incurred in fiscal 
year i960 amounted to f478,480. For fiscal year 
1961 , agency expenditures are estimated at £"530,209. 
The proposed increase in budgetary outlay of 
nearly 5*23 >000 was intended to implement the pay 
plan formulated by this very same agency. The 
following are the workload and coat figures as 
integrated in the budget: • 


Unit of Work Measurement - Number of Positions 

classified 


F.Y. 

Units of Backlog 
at beginning of., 
fiscal year 

Work on. 

. hand 

Work Units 
Accomplished 

Cost per 
unit 

i960 

139>286 

139>236 

1031 

P 3.44 

WgL 

159*884 

158,536 

1194 

• 3.49 

1962 

30,000 

31 >048 

224 

17.80 


The abrupt decline in its work load notwithstanding, 
the WAPCO was able to obtain a larger appropriation than 
that secured last fiscal year. 
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Executlve Budget Review. A cardinal advantage of the 
performance budget is that it enables budget formulation 
to proceed on a more systematic and analytical plane. 

At the broad functional level, a priori determinations can 
be made by the Chief Executive and the Budget Commission 
denoting emphasis on particular programs. In accordance 
with policy decisions relating to. program priorities, 
ceilings may then be imposed on agency programs, and the 
responsibility of carrying out the master fiscal plan 
be made to devolve on the agency heads.’ Expenditure re¬ 
quirements based on work load data and unit costs may then 
be drawn up to conform with program priorities. Thus, 
performance budgeting is expected to provide a basic 
communication channel whereby expenditure policy decisions 
are transmitted to successive hierarchical levels. The 
system conduces to effective translation of broad policies 
into particular programs and specific activities, reducing 
the risk of fragmentation. Otherwise stated, a performance 
classification enables the Integrated, though multi-faceted 
fiscal plan to be systematically carried out. 

A reference to the old system of budgeting will serve 
to underscore the merits of performance budgeting In execu¬ 
tive budget review. The trandltional line-item system, 
as we have noted in Chapter developed into a frenzied 
scramble for as big a share of the "budgetary pie" as could 
be managed by agency heads. The performance budget seeks 
to introduce rationality in public expenditures. Under 
the system* no longer is budgeting to be undertaken irres¬ 
ponsibly. Rather, public budgeting stands to be a process 
whereby scarce financial resources available to govern¬ 
ment are allocated to promote objectives deemed desirable 
policy-wise. 

It is to be expected that the role of planning will 
be accentuated with a budget formulated on the basis of 
programs, projects and activities as administrators are 
compelled to adopt a broad perspective and view the totality 
of government functions, not merely the segment represented 
by undertakings of his agency. A blueprint is then drawn 
up to chart the course of agency action and on which expendi¬ 
ture requests are predicated. Also, the performance classi¬ 
fication enables the budget examiner to approximate the 
level of work results attainable with a specific sum. 
Determinations as to agency requirements, which under the 
line-item budget system were mostly "guesstimates" can 
now be based on activity cost components. 
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However, owing to the deficiencies In the performance 
classification noted in this chapter# only limited success 
has attended efforts to ascertain program requirements. Yet 
it must be conceded that a forward step has been taken in 
this direction in that at least, a measuring rod which can 
assist the budget examiner is furnished by the Derformance 
classification. 

Effective executive budget review stands to be accom¬ 
plished if further refinements in the classification schema 
are effected through application of technical expertise. 

This will entail the discarding of measurement units that 
experience has demonstrated to be faulty. More important, 
there should be a methodic identification of agencies which 
can function effectively under the performance budget system 
Instead of an across-the-board implementation of perfor¬ 
mance budgeting, it is opined that a more, realistic approach 
consists of selecting agencies where performance measurement 
can be applied. An auspicious start has already been made. 
It Is now incumbent on Philippine government to consolidate 
the gains derived from ihe experience of its pilot units 
which were required to adopt performance budgeting. 

Of late, there has been a disheartening wane in inte¬ 
rest in performance budgeting. For instance, legislative 
disposition to move toward greater acceptance of the system 
would in large measure depend on improvements made in per¬ 
formance classification. Ample and convincing evidence 
should be adduced in support of the proposition that per¬ 
formance budgeting represents a better method than its line- 
item counterpart. Complacency should not attend the Philip¬ 
pine government’s course of action if it is to merit the 
distinction of having adopted a model budget system in 
its part of the hemisphere. To justifiably earn this acco¬ 
lade, the existing classification must be assessed and 
considerably improved. 

Agency Administration .- It is at the agency level where 
benefits accruing from the performance classification are 
apt to be markedly felt. The performance classification 
stands to vastly reduce the area of unguided judgment which 
used to characterize agency operations under the object 
classification. Work load data and unit ^osts developed 
as a result of performance budgeting have a wide array of 
uses. Administrators, on the basis of these data, may de¬ 
termine whether agency operations are proceeding on an 
even keel. Operational lapses may be noted and disrupting 
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factors in agency’activities detected. Correspondingly# 
a continuing oversight of operations of different organi¬ 
zational units may be maintained, permitting an appraisal 
of ffceir relative performance efficiency. 

In the Philippines, the benefits of performance budget 
ing have not yet been fully realized. This is due mainly 
to imperfections in the classification scheme. As we have 
noted, the Philippine performance classification stresses 
operational costs. Concern with costs of operations varies 
depending on one’s position in the agency hierarchy. At 
every progressive level, the activity cost element tends to 
be subsumed by other program considerations. As a conse¬ 
quence, it may well be that at the crest of the organiza¬ 
tional structure, this particular concomitant of program 
pursuits, although still within the purview of agency in¬ 
terest, can no longer lay valid claim to top priority in 
the agency management agenda. Also, there has been lacking 
a system for significantly measuring performance. 

Lest a pessimistic note again be struck, it should be 
borne in mind that despite its limitations, performance 
budgeting has succeeded in introducing a "new look" in 
budget presentation. For one, in certain agencies such as 
the Bureau of Lands, it has enabled a firmer grasp by admi¬ 
nistrators of agency operations. It has similarly provided 
the impetus for management improvement. In this connection, 
the experience of the Bureau of Lands may be cited:6l 

"The operations requirements for this 
(performance budgeting) brought about a 
more or less elaborate action and control 
process in which all operations had to 
participate actively. Special attention 
was given to raise levels of production 
at the least cost possible per unit of 
work in each project. Planned schedules 


^Republic of the Philippines, Bureau of Lands, 
Annual Report for the Fiscal Year Ending June 30, 1956 , 
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were drawn to meet project quotas. Closer 
supervision of operating units in the line 
of command was exercised. New approaches 
to old problems were tried by all employee 
groups, especially those in the field. A 
now consciousness for individual and 
group responsibility was inspired. Perfor¬ 
mance budgeting in many ways revolutionize 
time-worn procedures and irrational prac¬ 
tices." 

With program and work commitments as the focal points 
of agency management, appraisal of status of operations is 
facilitated. Determination of agency personnel and other 
operating requirements is enabled to proceed more systema¬ 
tically, with the growing realization by administrators at 
various levels that the "rule of thumb" may no longer be 
availed of in the formulation of agency decisions. 
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ORGANIZATIONAL INNOVATIONS IN THE BUDGET COMMISSION 

The Philippine central “budget agency recognized the 
need to introduce changes in its organizational set-up even 
prior to the advent of the budget, accounting and auditing 
modernization program. Sometime in 1952 , application was 
made to the United States technical mission in the Philip¬ 
pines for the services of two technical experts (one bud¬ 
get analyst and one budget control specialist) to recom¬ 
mend needed improvements in governmental budgeting. 1 But 
most of the organizational innovations were incorporated 
only when the fiscal modernization program got under way 
in 1954. For by then, it was already apparent that organi¬ 
zational realignments had to be made to ensure greater 
harmony between performance budgeting and the structural 
organization of the Commission. To conform closely to 
management concepts, organizational reforms were put for¬ 
ward by the Public Administration Division of the local 
U.S.A.O.M. and Booz, Allen and Hamilton. Foremost of these 
organizational changes were: a) a shift by the Budget Com¬ 
mission to the clientele type of organization; b) creation 
of new units such as the Fiscal Policy Staff, the Manage¬ 
ment Service and the Budget Planning Staff, and c) the 
efforts of the Government Survey and Reorganization Com¬ 
mission in effecting organization reforms in the budget 
sphere. These changes constitute the topic of this chapter. 

The Budget Commission's Clientele Organization.- As early 
as 1953? the Senate Finance Committee recognized the need 
for reorganizing the Budget Office in order that its 
activities might be coordinated with the workpentailed by 
the proposed system of performance budgeting. The shift 
to a clientele type of organization normally'should have 
followed the passage of legislation authorizing the per¬ 
formance budget system. Yet what actually transpired was 
that internal reorganization of the central budget agency 
preceded the formal enactment of Republic Act No. 992. What 
possibly accounted for this chronological lapse were the 
high hopes of Aytona that the performance budget bill 
would eventually be enacted into law, together with deter¬ 
mined efforts of proponents of the new system to set the 

^"The Philippines and ECA Assistance, A Report of the 
Philippi ne Council for United States Aid for the period 
ending June $0, T95S, p. l'?l. 

p 

Senate Finance Committee Report No. 2, op. cit., p. 23« 
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stage for its adoption. 

In the direction of strengthening the structural 
framework of the Commission, the most notable step was the 
realignment in organizational format. This was the shift 
to a clientele type of organization. Mr. Frank Landers, 
Budget Director of the State of Michigan and in 1954 a 
consultant of the Institute of Public Administration, Uni¬ 
versity of the Philippines detailed with the Budget Com¬ 
mission, outlined the mechanics of change in the following 
terms ; 5 

Briefly, the proposed change is to 
shift the Budget Commission primarily to 
a functional or clientele type of organization. 

Thus, instead of two, three or more divisions 
of tho commission each having a piece of the total 
relationships with a particular agency, all of 
these relationships would be handled by a single 
unit, or team, composed of personnel assigend 
to that agency or agencies. In brief., it is 
specialization by function or activities of 
government rather than by processes - personnel,*, 

0 & M, execution, etc. 

To enable it to more effectively v.dth the require¬ 
ments of the new system of budgeting then awaiting legisla¬ 
tive approval, the Budget Commission in May of 1954 reorgan¬ 
ized its operating structures through an internal reorgan¬ 
ization, the Commission implemented the clientele type of 
organization. 

Genesis of the Clientele Approach .- Sometime earlier, staff 
members of the PubTic Administration Division of the local 
U.S.A.O.M. prepared a monograph entitled "Some Notes on the 
Organization of the Budget Commission" outlining what they 
considered organizational defects of the budget agency and * 
recommending proposals for change. One such recommendation* 
dealt squarely with the merits of a clientele type of organ¬ 
ization: 

7 . 

Frank Landers, "How Can ’7e Improve Government 
Financial Administration," Current Problems in Philippine 
Public Administration (Manila: Institute of Public Admin¬ 
istration, University of tho Philippines: 1954), p. 11. 

4 

Public Administration Division, U.S.A.O.M., Some 
Notes on the Organization of the Budget Commission , p. 4. 
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x x x we suggest that the staff of the Budget 
Commission be regrouped into teams of budget 
examiners each of which would exercise virtually 
•all of the agency's functions now assigned to 
different divisions. Each team should be res¬ 
ponsible for handling matters pertaining to a 
department or group of related departments, 
bureaus or agencies, and each member of a team 
should be more or less permanently assigned to a 
particular bureau or group of bureaus. Each 
examiner we think should be responsible for 
reviewing the annual budget estimates of the 
bureaus assigned to him, and through his team 
leader, of making recommendations thereon to 
the Budget Commissioner. 

In addition, he should instruct bureau 
officials in the art and technique of perform¬ 
ance budget preparation, review all special budgets, 
act on allotment requests, review and comment 
on proposed legislation, and perform routine 
administrative analysis (0 & M) functions pertaining 
to the bureaus for which he is responsible." 

In this connection. Commissioner Aytona, Mr. Virgil 
Zimmermann of U.S.A.O.M./Manila and Budget Director Landers 
should share credit for the sponsorship of the clientele 
idea in the Budget Commission. These three individuals, 
convinced as they were that adoption of the clientele idea 
would result in a signal gain for the cause of effective 
Philippine government budgeting, spared no effort to have 
it installed as an integral aspect of the country's budget 
system. 

Implementation.- On May 6, 1954, Commissioner Aytona issued 
Office Order No. 459 creating a Department of Agriculture and 
Natural Resources (D.A.N.R.) unit consisting of ten (10) 
members headed by Mr. Juan S. Agcaolli. Agcaolli : s selection 
as head of the D.A.N.R, team was a well-considered move. To 
ensure the success of the experimental clientele organiza¬ 
tion, the :individual vested with immediate leadership of the 
pilot unit had to be one who commanded a good grasp of budget 
operations. Agcaolli's more than thirty years' experience 
with budget work served him in good stead in the task of 
heading the team. 

In line with the underlying rationale of the clientele 
type of organization, which was to have each unit of the 
Budget Commission attend to all budgetary work pertaining 
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to the departments assigned to it, the team was required 
"to handle all matters assigned to the different divisions, 
except the supervision of accounting officers." It was ex¬ 
pressly directed that all employees assigned to the D.A.N.R. 
team report to the team leader. These team members were no 
longer made responsible or subject to assignments made by 
the chiefs of their former divisions, except upon specific 
approval of the Budget Commissioner or Deputy Commissioner. 
Director Landers, as the consultant detailed with the Bud¬ 
get Commission, was designated by Aytona as the latter's 
representative on the project. 5 

Other teams were established by subsequent office 
orders. Two units— the Department of Public Works and 
Communications, and Health— came into existence on May 
17, 1954. 6 This was followed by six (6) others eleven (11) 
days later, namely, the Department of National Defense 
and Foreign Affairs Unit (for the Department of National 
Defense and’Department of Foreign Affairs); Department 
of Finance and Office of Economic Coordination Unit; De¬ 
partment' of Commerce and Industry, and Labor Unit (for 
the Department of Commerce and Industry and the Department 
of Labor); General Government ^nlt (including the Office 
of the President); Unit for the Commission on Elections, 
General Auditing Office, FKILOUSA and contingent fund, and 
the Department of Justice Unit.7 


Office Order No. 459* May 6, 1954. Section 4 of 
the office order directed the budget team members to 
"report to Director Landers for a few weeks' Instruction" 
in connection with the assignment. 

Director Landers was actually then a consultant of 
the Institute of Public Administration under the University 
of the Philippines-University of Michigan contract financed 
by the F.O.A. He had been associated with the Budget 
Division, Michigan Department of Administration since 1948. 
He had also been a member of the staff of the United States 
Bureau of the Budget, the Michigan Department of Revenue 
and the Michigan Tax Commission.- Public Administration 
Review, 14:2 (Spring, 1954), p. 111/ 

^Office Orders Nos. 463 and 464 , May 17, 1954. 

^Office Order Nos. 467, 468, 469, 470 and 471 , 
issued on May 28, 1954. 
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Functionally, th<~se various clientele units were 
grouped into three. Designated Chief Supervisor of the 
three groups on July 22, 195^ was Mr* Fernando Dizon 
who a little later was named project director of the budget, 
accounting and audit modernization project. 0 To integrate 
these three groups, Aytona issued still another office 
order° -creating the Budget Operations Division to "handle 
all matters pertaining to the formulation and execution of 
the budget." This division absorbed the functions and 
duties of the former Budget' Division and the Expense Con¬ 
trol Division which were then preparing the annual govern- 1Q 
ment budget and passing upon special budgets, respectively. 

Merits of the Clientele Approach .- Among the benefits 
accruing frora adoption of the cTientele approach by the 
Budget Commission, several are noteworthy of mention. Fcr 
one, agency liaison with the central budget agency was 
simplified and facilitated in that budget examiners with 
specific agency assignments handled all matters relative to 
budgeting in particular agencies. Also, the approach was 
Instrumental in dispelling the notion of "ivory tower 
budgeting" associated by line agency personnel with the 
former scheme of organization. On the budget examiners was 
thrust the responsibility of acquainting themselves at 
first hand with the agency instead of just obtaining a 
vicarious knowledge of agency organization, objectives, func¬ 
tions and operations. Instead of confining themselves within 
the four corners of the budget office, budget examiners 
were constrained to go to the situs of agency operations. 

Then again, adoption of the "new look" in budget organiza¬ 
tional arrangements succeeded to a certain extent in achiev¬ 
ing a mutual orientation of attitudes and points of view 
of. agency and Budget Commission functionaries. 

The clientele approach also constituted a distinct 
improvement over the former set-up in that it brought about 
a closer degree of understanding between budget examiners, 
and agency personnel, by affording the former an opportu¬ 
nity to show that their concern did not lie chiefly in 
pruning down expenditure requests. 


^Office Order No. 492 , July 22, 195^» 

^Office Order No,, 509 , September 21, 195^* 

■^^Report of Deputy Budget C omm lss 1 oner Fa ust lno 
Sy-Changco to the Executive Secretary, Office of the 
T5rtSnTJTSnT* OnhoKpr* ST" 1QSU . O* S. 
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Problems Encountered In the Adoption of the Clientele 
Approach.- With the adoption of the clientele approach by 
the budget office, budget officials were confronted with 
the problem of toning down some shortcomings while concur- r 
rently maximizing benefits accruing from the system. For 
replete though it may have been with advantages, one can¬ 
not validly claim t.hat the system was altogether free fran 
flaws that were likely to thwart Its utility as a tool for 
sound budgeting. 

To begin with, from a strictly legal viewpoint, a 
challenge to the institution of the clientele system may 
validly be raised. This refers to the assertion that 
the change was devoid of statutory basis. The internal 
reorganization of the budget agency took place immediately 
prior to the enactment of the Performance Budget bill. 

Thus the entire Philippine government was still under a 
line-item system of budgeting which required detailed 
specifications of employee positions as well as their grades 
and emoluments, and the particular unit of employee assign¬ 
ment. The shift occasioned a transfer of personnel then 
expected to render service to particular units of the 
budget entity, an arrangement which may be considered 
violative of the required budgetary presentation. This 
question is now academic considering that the executive 
order implementing the reorganization of the central 
budget agency in essence ratified the actions of the Budget 
Commissioner in this regard. 11 

With the clientele arrangement's accent on assistance - 
to agencies not only in the formulation of agency budget 
requests but in succeeding phases of the budget process as 
well, there has to be a reconciliation of the budget exami¬ 
ner's duty with his paramount responsibility of reviewing 
budget requests. To the budget examiner with two somewhat 
divergent responsibilities— that of giving assistance to 
agency officials and personnel in budgetary matters and 
that of budget review— the line of division may be blurred. 

A faring demerit of the previous organization was 
the requirement of having agency administrators or their 
representatives deal piecemeal with different units of the 
central budget agency. While the clientele - system integrated 
various budget functions by making a team of budget exam¬ 
iners responsible for varying facets of budget work, it was 
realized that the utmost care should be taken lest the 


1J ‘Executlve Order No. 279 * November 7* 3-957• 




-117- 


pendulum swing to the other extreme. Over five years’ 
experience with the clientele system discloses the patent 
danger of the budget examiner r due to intimate involvement 
with the agency to which he is assigned, espousing the 
agency point of view in the consideration and review of 
budget requests. This problem of "fraternization" 5sa real 
one considering that it tends to create an anomalous situa¬ 
tion where examiners recommend budgetary increases which 
are not even strongly endorsed by agency heads.This 
scarcely places the budget examiner in a position to eva¬ 
luate objectively the financial needs of the agency. 

This possible element of bias gains added significance 
in the light of agency opportunities which lure the examiner 
into attaching only secondary importance to effective budget 
review. There is also the possibility of budget review being 
conditioned by extraneous factors which impair the effective¬ 
ness of governmental budgeting. In the budget examiner's 
firmament of values, there may prevail considerations which 
depend upon the degree to which agency administrators have 
succeeded in cultivating the good graces of the examiner. 

With the realization that justifications can be framed with 
comparative ease in support of one's stand, it may well hap¬ 
pen that the application of budgetary rules and the deter¬ 
mination of agency programs will be established on a personal 
plane. Thus an agency assigned to a team of strict budget 
examiners may not succeed in pushing through its expenditure 
requests, while another agency may experience smooth sail¬ 
ing in its quest for funds with even the active support of 
budget examiners assigned to it. 

A proposed remedy underscores the. desirability of 
detailed directives. This .will ensure uniformity in budgetary 
action particularly in the reviewing stage. Another remedy 
advocates the tightening of reins of control over examiners 
by their supervisors. However, were the ‘confidence reposed 
on budget examiners to be withdrawn and doubts infused con¬ 
cerning their organizational loyalties, examiners could not 
be expected to operate at peak efficiency. Viewed from this 
angle, stringent control does not seem to furnish the key 
to the problem. 

The foregoing proposition does not however imply the 
grant of a carte blanche for budget examiners in acting on 
budget requests. Checks must of necessity be imposed, but 


•^Interview with Mr. Fernando Dizon, May 8, 1959* 
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at strategic points and in a manner subtle enough to 
prevent the confidence element from being made an issue* 
Existing operational procedures of the central budget 
agency contain checks calculated to prevent examiners 
from abusing their discretion. Examiners have to conform 
to policy guidelines as embodied in circulars and dlrec r . 
tives of the Commissioner. Promotion, increased respon¬ 
sibilities and other fringe benefits pertain to the Bud¬ 
get Commission. Then, again, disciplinary sanctions may 
be availed* of by the officials of the Budget Commission 
in seeing to it that examiners conform to a pattern of 
action designed to further the central budget agency's 
objectives. 

Another recommendation advanced relates to rotation 
in assignments of budget examiners at intervals of two to 
five years. 13 This v;culd serve as a guarantee against bud¬ 
get examiners's losing their objectivity in acting on bud¬ 
getary requests. This arrangement would alsolhave the as¬ 
set of cumulative experience of examiners being brought to 
bear on problems confronting different agencies. The re¬ 
quirement of an interim report from budget examiners iden¬ 
tifying the principal problems of the agency to which they 
have been assigned will assist greatly in effecting as 
smooth a transition as possible between successive budget 
examiners. At.present, while no definite scheme of ro¬ 
tation is adhered to by the Commission, the Chief of the 
Budget Operations Service is vested with ample powers to 
make shifts in assignments of examiners belong to the same 
grade. 1** 

Another problem has relevance to the training of 
budget examiners and members of the budget teams, Adop¬ 
tion of the clientele scheme of organization necessitated 
a transfer to the clientele units of personnel to some 
of whom budget examination work was a novelty. According 
to a ranking Budget Commission official, 1 ? there were 


• ^Some Notes on the Organization ... , op.clt., p. 7» 

^Interview with Mr. Fernando Dizon, May 8, 1959- 
Interview with Mr. Juan S. Agcacili, April 30, 1959. 

1 ?« In the case of the D.A.N.R. team, the team members 
were drawn from the Budget Division, the Law and Research 
Division, the Expense Control Division, the Service Inspec¬ 
tion Division, the Administrative Division and from account 
ing units. They knew only the work pertaining to their 
former units. Since budget examination work pertains to 
budget preparation, budget authorization, execution and 
control, they had to be trained to enable them to cope with 
their new duties, (continued next page) 
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members of the budget teams who "could not even distin¬ 
guish between a budget and an appropriation law." This 
brought to the fore the need for intensive in-service 
training to acquaint members of the clientele teams with 
their duties and responsibilities. Training was undertaken 
to the extent necessary to equip budget examiners with 
technical proficiencies by which to ensure effective job 
performance. 

Disparity of salary schedules between members of the 
various budget teams oosed a problem 'during the transition 
to a clientele type or organization. This is quite under¬ 
standable in the light of a basic postulate of public per¬ 
sonnel administration— that of "equal pay for equal 
work." Some budget examiners, on account of their senio¬ 
rity, were receiving much more than others despite the 
fact that their actual responsibilities were at par. Salary 
increases and adjustments reflected in succeeding appro¬ 
priation acts averted a situation which threatened to create 
a morale problem in the Budget Commission. 

Among the obstacles encountered in effecting the 
shift to a clientele type of organization was the large 
number of appointments which had to b'e processed by mem¬ 
bers of the budget teams. This resulted in a considerable 
drain in the time of examiners who were made to assume a 
succession of tasks— undergo training themselves, in 
turn acquaint agency personnel with the requirements of the 
new budget system, provide general assistance to agency 
personnel in installing the performance budget system, and 
a host of others. The creation of a separate appointments 
unit, also organized on a clientele basis August of 195^ 
was designed to remedy this problem. 


In the absence of a trained staff to undertake the 
training, training was made to devolve on the Chief of the 
Unit who happened to have undergone all types of work 
performed by an examiner on account of his long years of 
service."- Notes supplied by Mr. Agcaoili, October 29 » 

1959. 

^Office Order No. 502, August 25, 195^» The creation 
of the appointments unit was intended to obtain effective 
concentration of effort in budget work by the Budget Opera¬ 
tions Division. By segregating budget review and approval 
of appointments, the central budget agency did away with 
the practice of having budget examiners, absorbed as they 
were in carrying out their responsibilities, attend to 
passing on appointments. 

This was primarily the offshoot of a recommendation of 
the Deputy Budget Commissioner.- Report of Deputy Commis- 
sioner Sv-Changco, op.cit., p. 3. 
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In3titution of the Cli e ntele Approach and Problems En - 
counte red In the 1)3of Ag r iculture and Natural 
Resources. To determine the workability of the clientele 
approach"/ the Budget Commission selected the Department 
of Agriculture and Natural Resources as Its pilot project, 
On June 28, 195 1 *, Aytona addressed a letter to Mr. 
Salvador Araneta, Secretary of Agriculture and Natural 
Resources, apprising the latter of the Innovation and 
assignment of Budget Commission personnel to different 
bureaus and offices of the Department. To Implement 
the clientele type of organization, Araneta issued a 
memorandum order enjoining all bureau directors and heads 
of offices to extend the necessary cooperation to members 
of the budget team in consonance with the request of the 
Budget Commissioner.-*-7 

Some of the problems which confronted the Department 
at the time the D.A.N.R. budget team was assigned to the 
department can be grouped under the following headings— 
organization, personnel, lack of statistical data and 
flaws in the reporting system. 

Organization .- Identified as problems in this 
particular sector were: lack of systematic 
distribution of work and assignment of res¬ 
ponsibilities among departmental personnel, 
resulting in overlapping and duplication of 
functions in the. department proper as well as 
in its constituent bureaus and agencies. 

Personnel.- A dearth of qualified technical 
personnel to perform budget tasks was very 
much in evidence. Budgetary work had to be 
performed by the administrative officers or 
their assistants. In the department itself, 
the Finance Officer assumed the task of budget 
preparation. Budgetary work was relegated to 
the background on account of numerous acti¬ 
vities and duties, and the lack of staff. 

Lack of Statistical Data.- Data needed in the 
evaluation of activities and services of the 
different bureaus and offices were not system¬ 
atically compiled and their accuracy subject 
to serious question. Existing statistical data 
were at most inadequate, or otherwise presented 
without due regard to services and activities 
accomplished. 


■^Department of Agriculture and Natural Resources, 

floviQTio 1 MomnTisnrliim Or»rlP»T» Mo. ^4. JlllV 7. 1QB4 • 
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flaws In the Reporting; fystem .- Delay- cha vac- 
terized the submission r #r reports. Prompt 
rendition of financial reports, classifica¬ 
tion and summarization :>f financial transactions 
of constituent bureaus and offices was the 
exception rather than \ he rule. 

The D.A.N.R. team had ;o attempt a resolution of the 
above-cited problems. Effirts in this respect met with 
a considerable degree of saccess, inasmuch as harmonious 
relationships prevailed between budget examiners and 
department personnel. Bucget examiners did not impose 
or dictate as to what sho'ild be done with respect to 
agency operations, thus uiderscoring the staff character 
of their assignment. The substantive phases of the task 
were left to.the bureau cr office involved.18 

The Fisca l Policy_ Staff. - On June 29, 1955, following an 
organizational, survey of the Budget Commission, Booz, 
Allen and Hamilton submitted to Aytona a report outlining 
the basic role and func< ions of the Fiscal Policy Staff.*9 
In May of the succeeding; year, a memorandum report was 
transmitted to Aytona amplifying the recommendations 
embodied in the previous report. As contained in the 
May, 1956 report, the £ pecific functions proposed to 
be assigned to the Sta'f were: 20 

1. Advise the Com riissioner on economic trends 
and relations!: ips affecting government income 
and expenditures and counsel with him con¬ 
cerning the influence of government fiscal 
policies on tl.e economic growth of the country! 


The writer acknowledges the assistance of Atty. 
Eufemio P. Dacanay, e former student at the U.P. Institute 
of Public Administral ion who gathered data for this 
section. Atty. Dacai ay interviewed Mr. Vicente Ramos, 
the finance officer if the Department in 1954 (now retired) 
and Mr. Ramos' assistant, Mr. Ceferino Cunanan, now the 
Chief of the General Services Division of the department. 

1 ^Memorandum Ret ort of Bernard L. Gladieux to 
Aytona , February 23. 1956. 

2°Booz, Allen aid Hamilton, Memorandum Report on 
Functions of the FI3cal Policy Staff and Fiscal Reporting, 
May, 1956, pp. 1-5.- - * - 



'Formulate fiscal policies and fiscal plans, 
both short and long-term, designed to 
promote maximum social and economic develop¬ 
ment within a context of monetary stability; 
and gauge the effect of current and prospect¬ 
ive fiscal plans on the economy; 

Continuously review current and future 
public borrowing trends and advise the 
Commissioner concerning the achievement of a 
Judicious balance between taxation and borrow¬ 
ings as a means of financing government; 

Prepare .forecasts of revenue to be derived 
from taxation and other sources in collabora¬ 
tion with the Department of Finance; and keep 
revenue collection trends under current 
analysis in relation to allotment and expendi¬ 
ture needs; 

Advise the Commissioner on the proper expendi¬ 
ture uses of general revenue and bond funds 
and formulate criteria; 

Formulate recommendations concerning relative 
program emphasis and project priorities in 
relation to basic social and economic goals; 
and recommend broad limits by programs and 
agencies for guidance in budgetary and fiscal 
planning; 

Analyze the fiscal aspects of proposed legisla¬ 
tion which affects income and expense and 
recommend courses of action to the Commissioner, 
and 

Assist the Budget Commissioner in the prepara¬ 
tion of the President's Budget Message and the 
Budget in Brief . 

The budget, accounting and auditing modernization 
program furnished a suitable mechanism for constituting 
the nucleus of the Fiscal Policy Staff. Through modifi¬ 
cations in the project budget, positions of fiscal econo¬ 
mists and technical assistants were created, resulting 
in a core of Budget Commission personnel with specific 
assignments in the fiscal policy area. Bernard L. Gladleux 
of Booz, Allen and Hamilton was designated advisor of the 
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staff to schedule assignments and coordinate Its work. 

Eight major work areas were delineated, namely: 1) gross 
national product estimates and Its relation to the Nation¬ 
al Economic Council program; 2) projection of general 
fund expenditures; 3) general fund revenue projections; 

4) projection for public debt position; 5) projection of 
special and fiduciary funds; 6) estimates of public borrow¬ 
ing magnitudes; 7) allocation and projection of public 
borrowings, and 8) estimates of amounts to be made avail¬ 
able from the reparations fund. 21 

The Importance of a competent staff for the fiscal 
policy unit of the Budget Commission was stressed by Booz, 
Allen and Hamilton in its report of May 1956, as follows ?22 

We should like to reiterate the prime 
importance of staffing the Budget Commission 
for its proper fiscal policy role. A promis¬ 
ing beginning has been made with personnel 
recruited in recent months and the nucleus of 
a technically proficient Fiscal Policy Staff 
is already in place and operating. Our 
own assistance to you on fiscal policy matters 
can best be maximized through such a competent 
staff unit. We look forward to the selection 
of a permanent Chief of the Fiscal Policy Staff 
through whom we can channel our training and 
advisory efforts. We will gladly be available 
to you for any consultation or assistance in 
this connection. 

The Management Service: Management Improvement - General 
Considerations .- The dynamic and complex nature of the 
public business has in recent years led to management 
improvement as a positive device utilized by governments 
committed to more economical and expeditious methods of 
discharging public responsibilities is on the ascendance 
with the wane in the orthodox concept of administration 
as an activity which can be performed by just anybody 
with a modicum of common sense. Implicit is the accept¬ 
ance of management improvement as a gine qua non of effect 
ive program formulation and implementation. 


• 21 

Agenda for meeting with Commissioner Aytona on 
the 5-year fiscal plan, prepared by Bernard L. Gladieux, 
from the files of the FlBcal Policy Staff, Budget 
Commission. 

22 

Booz, Allen and Hamilton, Memorandum Report 
on Functions of the Fiscal Policy Staff , op . clt ., p. 8. 
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As'one noteb authority :.ptly stated, nanagenent 
improvement "consists in the optimization of a given 
program— the effective allocation of resources for 
the achievement of stated objectives." 2 -' As such, it 
is concerned with the continuing and sustained search 
for techniques, approaches and procedural methods which 
government should adopt in its implementation of programs 
calculated to enhance the general welfare. Consensus now 
obtains as to the objective of management improvement 
units-- that of securing maximum efficiency in govern¬ 
mental operations through expert application of scienti¬ 
fic methods and techniques to achlevfe economy in cost 
and labor. 21 * 

Management Improvement in the Philippines .- A community 
of factors was "responsible" "for the lag in the recognition 
of management improvement as a legitimate concern of 
government and its consequent treatment as a "single-shot" 
affair bereft of a continuing character. Among these are: 
a) lack of public appreciation bordering on general apathy 
toward improvements in the public service; b) resistance 
to change, and c) dearth of trained personnel. 

The fact that there exists a causal relationship 
between ineptitude of public personnel and other deficien¬ 
cies in governmental approaches and procedures, and ad¬ 
verse repercussions in program development points to the 
crucial role of management improvement. One serious draw¬ 
back pertains to lack of public interest in management 
improvement. Again, the human trait of bucking change has 
operated to frustrate positive attempts at governmental 
reform. This trait is evident in.the hugging of the status 
quo and the viewing of proposed changes with distrust. 

Tifie third factor is of particular significance, for a group 
of public functionaries well versed in the requisite skills 
-and techniques of management improvement is a requirement 
of the highest order. 

Respecting the question of where to lodge the manage¬ 
ment improvement function, ample room for disagreement 
exists. Some would maintain that organization and methods 
work, being an operating responsibility, pertains to the 


^Burkhead, op. c it ., p. 278. 

^Arnold Miles, "Central 0 & M Offices, What They 
Do and Where They Are," in International Review of Admin¬ 
istrative Sciences, (1951)# P* 5» 
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agencies thensolves, and the central budget agency is 
not the proper entity to conduct management improvement 
studies. This point of view rests on v;hat is conceived 
to be a traditional distrust running from the agencies 
to the central budget office, and alleged feeling that 
management improvement proposals emanating from the lat¬ 
ter will be formulated with a.view to reducing agency 
staff and appropriations,^5 

However, certain reasons adduced militate against 
the wisdom of effecting a divorce between budgeting and 
management improvement. For one, recommendations em¬ 
bodied in management studies can be implemented more ex¬ 
peditiously through the budget device. Another equally 
valid consideration underscores the desirability of a 
detached point of view regarding operational problems. 
Operating personnel, especially those who have been in 
an agency for quite a while, on account of their direct . 
involvement with agency activities, may find it difficult 
to view critically their nodus operand! V 7 hich have al¬ 
ready been hallowed through constant usage. Then again, 
normally within the central budget agency, the line bet¬ 
ween budget examination work and management improvement 
is clearly delineated through provision of separate units 
to attend to particular specializations. 

Traditionally, organization and methods as a field 
of activity has shared close affinity with the budget 
function. In the Budget Commission, a Service Inspec¬ 
tion Division was from 1936 to 195^ specifically assigned 
duties involving organization and methods work . 26 Still, 
this* Division was not able to pursue a vigorous manage¬ 
ment improvement program on account of its preoccupation 
with processing of appointments. 

As early as in May of 1953» Mr. John Russell, the 
Chief of the Public Administration Division of the local 
U.S.A.O.N. recommended to the then incumbent Budget Com¬ 
missioner Pio Joven the creation of an Organization and 
Methods staff in the Budget Commission to perform functions 
authorized’tho Ccnmiooion by Executive Order Ho. 25,sori 
of 1935.?? Those functions significantly ; arall.-lod tho 

'Burkhead, op, cit, , p. 285. 

^Management Service Manual , June, 1959* Chapter 
III, Sec. 35TI 

27 I.C.A. files. 
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pertaining to the Administrative Management Division 
of the United States Bureau of the Budget. As a con¬ 
sequence, two F.O.A. consultants, one of whom was Mr* 
Charles Nelson, were recruited, as 0 & M specialists 
to assist in training a six-man staff which served 
later on as the nucleus of the Management Service. 

In April, 195^j Commissioner Aytona approved a 
firm request establishing the Government Procedures 
and Management Project financed by counterpart funds. 

It was agreed that an 0 & M survey staff be integra¬ 
ted within the Budget Commission to handle management 
improvement activities in agencies of high priority 
in the joint economic development program of the count¬ 
ry. An interesting sidelight of this venture was the 
recruitment of a number of Institute of Public Admin¬ 
istration, U.P. graduates by the Government Survey 
and Reorganization Commission with the understanding 
that they were to constitute the 0 & M division. 

The creation of the Management Service was the 
direct offshoot of a recommendation of the Booz, Allen 
and Hamilton staff which prepared the Government Sur¬ 
vey and Reorganization Commission task force report 
on Budgeting and Accounting .As proposed by Booz, 
Allen and Hamilton^ and adopted with the promulgation 
of Executive Order Na^ 279* the functions of the Man¬ 
agement Service are: y 

"a. perform continuing research and study 
of problems involving the effective 
organization and administration of 
government services; 

b. develop management planning and control 
techniques, and recommend to the Com¬ 
missioner standards and procedures for 
adoption by agencies in their manage¬ 
ment improvement programs; 


Budgeting and Accounting . A Report by the Govern¬ 
ment Survey and Reorganization Commission, (Manila: 
Bureau of Printing, March, 1955), p. 21. 


1957 


29 

^Executive Order No. 279 . Sec. 12, November 7,. 



c. develop, promote and assist in the ins¬ 
tallation of standard patterns of orga¬ 
nization and procedure, delegation of 
authority, accountability patterns, cost 
analysis, work processes, procedures con¬ 
trol, forms control, reporting systems 
and control, space, equipment and mate¬ 
rials utilization, and other common ma¬ 
nagement improvements; and assist in 
adapting them to individual variations 
among agencies of the government; 

d, develop and prepare materials on manage-- 
ment improvement for use in training 
programs, provide technical advice and 
assistance in the conduct of training 
programs, and maintain liaison with 

the Institute of Public Administration, 
the Bureau of Civil Service, and other 
agencies concerned with the development 
of government employees; 

e# prepare materials for training and guid¬ 
ing budget examiners and agency personnel 
in their work relating to such matters 
as organization, staffing patterns and 
operating methods; 

f. develop and promote the application of 
improved statistical techniques in govern¬ 
ment related to the collection and ana¬ 
lysis of performance data, the determi¬ 
nation of management guides and standards, 
and the dissemination of data on work 
standards and units of work measurement; 

g. conduct specific studies of agency opera¬ 
tions and report thereon, as directed by 
the Commission; 

h. serve as a center for the study, analysis 
and reconciliation of jurisdictional is¬ 
sues or conflicts in functional authori¬ 
ties as between the soveral governmental 
entities; and whon nocossary, prepare re¬ 
commendations for the President with re¬ 
gard thereto; 
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1 * coordinate implementation of agency im¬ 
provement programs with government-wide 
programs of management improvement, to 
avoid conflicts or duplications} and 

3 . provide technical and clerical services 
to the Council of Administrative Management 

Talcing the cue from tho Booz, Allen and Hamilton rec¬ 
ommendation, Aytona worked for the inclusion in the fiscal 
year 1955 "budget, as Special Principal Budget No, 21,of 
the following items: 

"1 Chief of Management Service 
4 Project Supervisors 
10 Management Analysts," 

ThuSj even prior to approval by Congress of the re¬ 
organizations! plans drawn up pursuant to the recommend¬ 
ations of the Government Survey and Reorganization Com¬ 
mission, the Management Service has already emerged as 
a distinct government entity.^ 0 

Beginning July 1, 1956, the Management Service no 
longer operated under Booz. Allen and Hamilton direct¬ 
ion but reported directly to the Budget Commissioner, 

A coordinating advisor was however retained.*1 Prof¬ 
essor Quirino Austria, then the Chief Researcher and 
Training Officer of the Budget Commission and Atty, 

Ruben Co de Castro, Project Supervisor, were designated 
Acting Chief and Acting Assistant Chief, respectively,^ 
Eight (8) management analysts and one clerk constituted 
the initial staff of the Service under Filipino super¬ 
vision.^ A long-range management program and tentative 

30 

The Government Survey and Reorganization Commis- 
ion task force on Management Practices recommended the 
establishment of an Organization and Methods Division 
substantially patterned after a similar unit of the U- 
nited States Bureau of the Budget.- Management Practices . 

A Report of the Government Surve;/ and Reorganization Com¬ 
mission , (Manila: Bureau of Printing ITO'”p7 V'A. 

ol 

Note to co-members, Management Service team. 

Bureau dT~ - 'Jc^[ecofnm uh'ic"Siohs by Assistarit"~Ohi of Ruben 
Q.t de Cast ro, July 2, 19567 

^Office Order No, 684 . July 20, 1956. 

^ Roster of Management Service personnel , July, 1956, 











drafts of the Management Sorvico manual wore drawn up 
during this period* Likewise, the Management Service 
embarked on a number of work projects.? 2 * 

On January 1, 1957, the analyst staff of the Gov¬ 
ernment Survey and Reorganization Commission was ab¬ 
sorbed by the Management Service. Mr. Leon M. Lazaga, 
former secretary of the Nacionalista Party and Executive 
Officer of the Government Survey and Reorganization 
Commission was designated the new Chief of Management 
Service, vice Austria. The analysts assigned to the 
Service had invaluable braining as a result of their 
work assignments with the L.J. Kroeger and Associates 
and the Booz, Allen and Hamilton consulting firms. 

The Budget Planning Staff .- In June of 1955, the Booz, 
Allen and Hamilton staff, which had then completed an 
organizational survey of the Budget Commission, : Ident¬ 
ified a need for constant attention to the adequacy of 
the budget system. While this responsibility pertained 
in the first instance to the Chief of the Budget Opera¬ 
tions Division, it was deemed advisable that this task 
be undertaken at an immediately lower level. The heavy 


Dse projects were: 

A. Bureau of Telecommunications project- 
improvement of internal procurement pro¬ 
cedures, development of a forms control 
program; implementation of completed 
assignments on field responsibility; im¬ 
provement of budget process with part¬ 
icular reference to target allocations 
for performance budgeting; 

B. Department of Labor project - installa¬ 
tion of a new chart of accounts, and de¬ 
velopment of a management control program; 

C. Motor Vehicles Office project - Manage¬ 
ment control procedures, government care, 
safekeeping and utilization of motor ve¬ 
hicles, and 

D. Special management survey assignment in 
the Bureau of Internal Revenue. 

Work Programs, Fiscal Year 1956-1957. of the 
Management Service, Budget Commission . 



- 130 - 


pressure of supervisory.and coordinating work of the 
head of the Budget Operations Division precluded sys¬ 
tematic attention to this facet of budget operations. 
Then again, there was the realization that the advan¬ 
tages of planning stands to be maximized by having it 
attended to by a staff whose proximate concern it is 
to chart a forward course in Philippine budgetary dev¬ 
elopment. 

Provision for a planning entity v/ithin the Budget 
Commission attests to the acceptance of the planning 
function as an essential requirement for progress in 
the budget sphere. Implicitly recognized is the cri¬ 
tical need for sustained efforts of a permanent unit 
in the central budget agency to avert a situation char¬ 
acterized by introduction of intermittent modifications 
in the budget structure with substantial lapses in bet¬ 
ween. 


The emergence of the Budget Planning Staff as an 
integral unit of the Budget Commission illustrates 
resort to the budget process as a vehicle for inple- 
menting reorganization reforms. 55 Official cognizance 
of the Budget Planning Staff was made in the approp¬ 
riation law for fiscal year 1958.Prior to this, 
however, the budget planning group v/as already existing 
informally. The executive order implementing reorgan¬ 
ization proposals for the central budget agency thereby- 
served to ratify an arrangement then in existence. 


Booz, Allenand Hamilton recommended the creation 
of & Budget Planning Staff "with a view to establishing 
the Budget Operations Service as a more effective element 
in the Commission ,?f The functions of this staff, as 
enumerated in Executive Order No. 279 are: 


"1, study, design and initiate improvement 

in the basic system for budget formulation 
and control of budget execution^ 


55 ^— 

Minutes of the 15& Meeting of the Government 
Survey and Reorganization Commission on January 6. 1955. 

36 

Republic Act No. 1800 , June 22, 1957, p. 66. 

^Booz, Allen and Hamilton, Report on Orfrani- 
zation Survey of the Budget Commission . lW. p7 U. 
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2* develop methods and techniques for ade¬ 
quate budget review, and assist in the 
training of budget examiners in their 
use; 

5* develop guides for the use of the agen¬ 
cies and budget examiners in formulating 
and reviewing budget estimates; 

4* prepare instructions for submission of 
agency budget estimates; 

5* schedule the submission and review of 
budget estimates; 

6. maintains manuals, handbooks and other 
policy and instructional material for 
use of budget examiners; 

7* design the budget document, including 
the form and content of summary and intei 
pretative tables, the order and arrange¬ 
ment of materials; 

8. schedule and supervise the publication 
of the budget document, and 

9. develop training media on budget formula¬ 
tion, review and execution processes, 
and other materials for the information 
of and use by the Budget Operations Di¬ 
vision and agency budget staff." 

The effectiveness of the planning unit of the 
central budget agency would to a large extent depend on 
the ingenuity, resillonce, and drive of the members, of 
the Budget Planning Staff. Auspicious indications con¬ 
sist of the presence of a competent staff in the unit. 
It will therefore be incumbent on this staff to retain 
good features of budget procedures and techniques an d 
scrap those which have proved unworkable. 

Government Survey and Reorganization Commission Task 
Force Report on "BudgetingV Accounting and Auditing 1 .— 


One of the twenty-eight (28) task forces organized by 
the Government Survey and Reorganization Commission 
was charged with the task of studying the specific areas 
of budgeting, accounting and auditing, and formulating 









recommendations for organizational reform. Constit¬ 
uting the three—man task force were Aytona, Senator 
Cipriano Primicias and Congressman Paulino A. Alonzo. 
The task force appraised the organization for budget¬ 
ing in relation to substantive legislation and the prin* 
ciple of bringing sound and effective business manage¬ 
ment practices to Philippine government*58 

While responsibility for drafting proposals for 
organizational innovations pertained to the task force, 
actually the report was a handiwork of the Booz, Allen 
and Hamilton consultants on budgetingparticipa¬ 
tion of Louis J. Kroeger and Associates, the management 
firm contracted to extend technical assistance to the 
Reorganization Commission, was limited, with a consul¬ 
tant of the Kroeger firm, Mr• Fred J. Morey being ass¬ 
igned to the task force for the purpose of securing 
coordination between the work of the task force and the 
Booz, Allen and Hamilton staff. This development was 
impelled by the realization that to undertake parallel 
efforts in studying organizational problems in the areas 
of budgeting, accounting and auditing would only result 
in duplication of effort. 

Immediately after the organizational meeting of 
the Commission on August 20, 1954, during which Com¬ 
missioner Aytona was unanimously elected Chairman, the 
Commission launched on q pattern of work division with 
the constitution of panels to study the agency organ- 


58— 

Budgeting and Accounting, op. cit., p. 15. 

39 

"On August 21, 1954, the Commissioner of the 
Budget (who was at the same time Chairman of the Reor¬ 
ganization Commission) signed a supplementary contract 
with Kroeger and Associates binding the latter to pro¬ 
vide technical assistance to the Reorganization Commis— 
ion, Counterpart Project No. 55 financed by F.Q.&.- 
PHILCUSA funds was also established at the time the con¬ 
tone 4 * was signed."- Arsenio P. Talingdan, 

_ _ The Budget Commission in the Philippines . (Un- 
publisned. master's thesis, American University, 1956), 
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izational structure and working arrangements.^ Task 
forces were then established to prepare reorganization 
proposals for specific entities and functions. Each 
task force consisted of three members of the Commission, 
a consultant designated by Louis J. Kroeger and Assoc¬ 
iates and Filipino analysts appointed under the count¬ 
erpart project.4-1 Two of the task forces created were 
that on Budgeting, Accounting and Auditing, and that 
on Management Practices. The Task Force on Management 
Practices was chaired by Senator Primicias and had Com¬ 
missioner Aytona and Congressman Isidro C. Kintanar as 
members• 


Records of the now defunct G.S.R.C. constitute a 
fertile source of information on the■formulation of the 
task force report on budgeting and accounting.42 Like 
a mariner's logbook, these reports present a detailed 
account of the steps taken in drawing up the blueprint 
for organizational reforms in the Philippine budget 
sector. Summarizing these steps, we note that: a) Booz, 
Allen and Hamilton, on the basis of studies in connect¬ 
ion with the fiscal modernization program,•wrote the 
report and its implementing details, while Louis J. 
Kroeger and Associates reviewed the report to see to it 
that recommendations contained therein* do not conflict 
with proposals of other task forces of the Reorganiza¬ 
tion Commission, and b) at a special meeting of the 
Commission proper, twenty-seven (27) task force reports, 
including that on budgeting and accounting, were sub¬ 
mitted to President Magsaysay on May 14, 1955. 


Louis J. Kroeger, on this point commented: "It 
would be a’mistake^for the Reorganization Commission 
to attempt to duplicate any aspect of-the Budget and 
Accounting work being undertaken under this (Booz, Allen 
and Hamilton) contract. At the same time, close coop— 
eration should be maintained for exchange of information 
of mutual benefit."- Louis J. Kroeger, Report to the 
government Survey and Reorganization Commission . No. 2, 1 
September V, ±954, p. 5. -;---* * 


41, 


Louis J. Kroeger and Associates, Final Report on 
Reorganizat ion of the Philippine Government" . (Manila*— 
Bureau of Printing, 19^), pp. 14-15.- 


42 

i qc/i % e ^ ly Rep ° rts gf Morey to .Louis J. Kroeger . 

aM ^ f ,J< Morey to Wilson B. Harwood: ! 
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Operations Manual .- As stated in the manual's 
introduction,the Budget Commission4 in.publishing the 
manual, was prompted "by the need for an authoritative 
and convenient reference source of basic budget mater¬ 
ials needed by budget personnel in performing their 
tasks efficiently and effectively. 4 * The manual trans¬ 
cends the compass of ordinary agency handbooks through 
its incorporation not only of formal instructions and 
directives, but the following as well: a) general back¬ 
ground for budgeting in terms of its historical setting; 
b) statutes upon which public budgeting is based; c) 
the organizational relationships through which budget¬ 
ing^ carried out, and d) significant features of ad-^, 
ministrative procedures related to the budget process 
Consisting of four hundred and ninety-two pages, this 
publication^ has enriched the extent literature on bud¬ 
geting and is availed of by budget personnel, students 
of public administration, government officials and em¬ 
ployees and other interested parties as well. The bud¬ 
get manual was printed by the Bureau of Printing and 
released by the Budget Commission toward the latter 
part of May, 1957* It has aptly been described as "a 
synthesis of the large and ramified literature in bud¬ 
geting prepared to bring to the attention of all holders 
thereof the meaning and significance of budgeting and 
corollary problems in this specialized field of fiscal 
administration." 4 ? 


Skill Requirements of Budget Examination Work .- It may 
now be relevant to dwell on the requirements of- budget 
examination work, and the source of personnel recruited 
for budget examiner positions. To achieve an empirical 
base on which to basically plot the career patterns of 
those currently engaged in budget examination, the in¬ 
formation sheets of the budget examining complement in 
the Budget Commission were studied. 46 This investiga- 


43 

Budget Operations Manual , .op. cit .. introduction* 

44 

Budget Memorandum Circular No. 6 . August 21, 1956. 

45 

The Manila Times . June 6, 1957, p. 4. 

Republic Act No. 2700, the General Appropriations 
Act for fiscal year 1961 carried seventy-two (72) posi¬ 
tions of budget examiners for the Budget Operations Ser¬ 
vice of the Budget Commission. The study was not able 
to encompass this number inasmuch as only fifty-six of 
the information sheets of incumbent budget examiners were 
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tion yielded a number of interesting points, to wit: 
a) by and large, those engaged in budget examination 
work attained their present positions through adherence 
to a standard pattern — initial appointment in an a- 
gency other than the -Budget Commission, occupancy of 
subordinate clerical positions therein, gradual ascen¬ 
sion in the hierarchical rungs, eventual transfer to 
the central budget agency and finally assumption of 
budget examination responsibilities; b) on the basis 
of academic preparation, about two-thirds of the bud¬ 
get examiners covered by the study did possess account¬ 
ing skills at the time of appointment; others were 
drawn from fields which do not require accounting pro¬ 
ficiency, particularly law, education and engineering, 
in that order, and c) despite the fact that all budget 
examiners.are civil service eligibles, only eleven (11), 
constituting a relatively small segment of the group, 
hold.specialized civil service eligibilities for budget 
examiner positions. 

The study seems to indicate that in the Philippines, 
accounting skills represent a prime requisite for bud¬ 
get examination and analysis. With respect to those who 
had no specialized training in accounting prior to appoint 
ment as budget examiners, it may be assumed that this 
gap.has been bridged by on-the-;job training. On account 
of involvement in some phases of budget work requiring 
application of accounting principles, those originally 
bereft of an accounting background have in all likeli¬ 
hood been equipped with the essentials of budget work 
including a grasp of accounting techniques. However, 

s -k° u -^ n °B Be construed to imply that accounting 
skills.constitute.a mandatory concomitant of budget ex¬ 
amination.. Certain facts may be adduced in support of 
the^proposition that a differentiation ——— albeit not 

a dichotomy - exists between budget examination and 

accounting on the basis of training and skill require¬ 
ments. Consider the budget examiner's expanded role as 
a result of the Performance Budget Law. During the pre- 
reform period, the examiner's work vrw confined to the 
routine of. pruning down executive budget expenditure * 
estimates* Earlier, we have noted how the examiner was 
manumitted from.the narrow grooves of specialization 
by an organizational restructuring in the central bud¬ 
get agency. Under a clientele type of organization, the 

nade available to the writer by the Personnel Officer 
of the Budget Commission* 
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budget examiner must concern himself with a wider array 
of responsibilities covering the design of program s— 


tructure, 
obligation''an 


ej&sgf^OTpace evaluation, 
Jtment review and analysis. In add¬ 


ition, the examiner serves as the direct link between 
the Budget Commissioner and executive agency heads in 
long-range fiscal programming. In this regard, he has 
to assist and advise his clientele agencies, through 
the budget officers, in the formulation of projected 
agency programs to be integrated in the nation's coor¬ 
dinated fiscal plan. This accounts for the heavy em¬ 
phasis on training in the transition from line-item to 
performance budgeting. 


Concluding Comments .- Organizational innovations formed 
part of the full-scale attack waged by the Budget Com¬ 
mission in its efforts to fulfill the objective of a 
streamlined organization suited to the needs of the re¬ 
vised budget pystem. The effects of these innovations 
were felt not only within the central budget agency but 
in other agencies of Philippine government as well. To 
cite, the shift by the Commission to the clientele type 
of organization not only facilitated the examination 
and review phases of the budget process but also served 
to broaden the base of understanding between the Bud¬ 
get Commission and other executive agencies. 

Further changes in organizational structure were 
accomplished by weeding out units which were superfluous, 
adding appropriate units in line with shifts in emphasis 
on various functions of the Budget Commission, and by 
strengthening units which could not very well be rele¬ 
gated to the background. The organizational revamp has 
resulted in the creation of units such as the Fiscal 
Policy Staff, the Management Service and the Budget Plan¬ 
ning Staff of the Budget Commission. 

The organizational innovations discussed in this 
chapter contributed largely to the enhanced effective¬ 
ness of the central budget agency in its task of plan¬ 
ning a comprehensive fiscal program to serve the needs 
of the growing republic. It is expected that some be¬ 
nefits derivable from these organizational innovations 
are still to be reaped, assuming there will be a stead¬ 
fast adherence to the philosophy which prompted their 

\ nc-M -hivM r\n 



CHAPTER VII 


C ONCLUSION 


When the Philippines was ceded by Spain to the 
United States by virtue of the Treaty of Paris of 1898, 
the latter fell heir to a situation which bore evident 
imprints of colonial domination. More than three (3) 
centuries of Spanish rule have brought about a distor¬ 
ted fiscal pattern distinctly iniquitous to the colon¬ 
ial subjects. Public disbursements during the Spanish 
regime were designed to enhance the interests of the 
mother country rather than promote the welfare of Fil- 
ipinod. The United States military and subsequently 
civil authorities proceeded to contrive a pattern of 
administration deemed conducive to the social and eco¬ 
nomic upliftment of their wards. On the whole, efforts 
in this regard yielded quite tangible results. It 
would seem, however, that the degree of success attained 
by the Americans varied considerably between particular 
fields of public management. Marked strides charac¬ 
terized American endeavors in the fields of public ed¬ 
ucation, health and public works. It is quite unfor¬ 
tunate that the same cannot be said of the fiscal field. 

The lag in development of public f J seal management, 
particularly in the field of budgeting, uan be ascribed 
to several factors. There was the dormancy of certain 
stimuli which could have triggered advances in Philip¬ 
pine fiscal administration. Revenues were considered 
sufficient for the conduct of ministrant functions of 
government, thereby making less exigent the need for ef¬ 
fective allocation of public funds. In the first three 
(3) decades when American sovereignty held sway over 
the islands, the appropriating process resembled a fren¬ 
zied footrace wherein agency heads scrambled for financ¬ 
ial outlays for their respective organizational units-. 

In a way, this constituted a reflection of the American 
fiscal situation which was then susceptible of consi¬ 
derable improvement. Insular budgetary techniques inc¬ 
orporated the flaws which featured the United States 
budget system. Consequently, budgeting in the islands 
could not transcend the system from which it was derived 
It required a progressive incline in socio-economic pro¬ 
jects, as well as the repercussive effects of the dep¬ 
ression of the thirties to instill cost-consciousness 
in the minds of insular administrators and evoke serious 
attention to public budgeting. 
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A more important factor, however, relates to the 
nature of Filipino aspirations during this period. 
Filipino political leaders were principally concerned 
with crystallizing nebulous commitments of the United 
States on national independence. Fiscal reform belonged 
to the category of matters which could be attended to 
after acquisition of independent statehood. The late 
President’Quezon's statement that he would prefer a 
government run like hell by Filipinos than a govern¬ 
ment run like heaven by Americans may be cited to in¬ 
dicate the fervor with which national leaders waged 
their campaign for immediate independence. With ind¬ 
ependence ranked high in the Filipino aspirational 
totem pole, it was deemed expedient during the govern¬ 
ment under the Jones Law to sacrifice control over the 
budget in exchange.for concessions designed to further 
the cause of political autonomy. On this point, one 
writer avers:^7 

"It (the budget system under the Jones 
Law) was unstable, varying largely according 
to the extent of the Governor-General's tact 
and liberality in dealing with the Legislature, 
whose constant purpose was to bargain for the 
greatest degreo of popular autonomy, and whose 
shrewd strategy was to yield, the measure of 
cooperation proportionate to the Governor-Gen¬ 
eral's concessions of political power actually 
allowed to the Filipinos, x x x 

Still another factor which accounted for the slow 
pace of fiscal reform stemmed from peculiar political 
arrangements. The extent of Filipino political partic¬ 
ipation was made to hinge primarily on the outcome of 
elections in the United States, the appointment of gov¬ 
ernors for the islands being vested in the American 
Chief Executive. The governors appointed reacted in 
varying degrees to attempts designed to make them yield 
the budget prerogative. Governor Forbes sought to count¬ 
er—act Filipino tactical moves by a partial interpret¬ 
ation of the automatic reappropriation proviso. Gov¬ 
ernor Wood made full use of his veto power to thwart 

-ZP7- 

'Quirino E. Austria, "The Budgetary System of the 
Philippine Commonwealth," The Philippine Social Science 
Review (Manila: July, 1935) , VoJL. VII, No'. 3,'pp. 2-3. 
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legislative designs on the executive's right to form¬ 
ulate the budget. Governor Stimson advanced his own 
budgetary scheme which nearly failed of adoption due to 
the antipathy of the Philippine legislature to the cur¬ 
tailment of its prerogatives. 

Prom the foregoing, it is evident that colonial 
administration in the Philippines hardly provided an 
atmosphere conducive to the development of a budgetary 
system. Absence of the attribute of political indep¬ 
endence posed a deterrent to the establishment of an 
effective budget system. The objective of an effective 
budget system is apt to be eclipsed by nationalistic 
endeavors calculated to elicit enhanced political part¬ 
icipation with a view to attain eventual independence. 
While corollary implications of colonial administration 
may not preclude the introduction of fiscal reforms, 
they render difficult the evolution of systematic bud¬ 
geting. 

The need to effectuate fiscal reforms asserted, 
itself when a number of circumstances blended to bring 
about an atmosphere distinctly favorable to change. 

Fiscal reform, forged in the political crucible, bears 
the imprint of many and diverse influences. Three cons¬ 
picuously figured in the shaping of fiscal reform: a) 
the relative efficacy of experimental innovations as 
against repressive procedures and practices in the light 
of the latter's demonstrated flaws; b) the growing cons¬ 
ciousness of Filipino legislators and executive offic¬ 
ials as to the utility of budgetary and internal control 
mechanisms in improving the caliber of governmental per¬ 
formance, and c) the opportune vesting of political 
power in individuals who evince a manifest concern for 
fiscal management improvement which also fitted square¬ 
ly as an integral phase of the technical assistance 
program in the Philippines, thereby making available 
financial means by which to undertake a program of fis- • 
cal modernization. 

The opening salvo in the institution of fiscal 
reforms in the country was initiated under legislative 
auspices, impelled by the determination of some members 
of Congress to have a firmer grasp of their responsibil¬ 
ities in budget authorization. While the Senate Finance 
Committee was engrossed in its task of drawing up a blue¬ 
print for improved fiscal administration, another com¬ 
mittee was undertaking parallel efforts aimed at fiscal 
reform. This was the Interim Committt>e- on Finance and 
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the Budget created 157 a newly elected Chief Executive- 
President Ramon F. Magoaysay. 

It is postulated that there are particular periods 
wherein the existing order of things is more receptive 
to adjustment and change. This becomes specially ap¬ 
parent at the commencement of a new political adminis¬ 
tration where changes in governmental practices and pro¬ 
cedures are met with comparatively less resistance on 
account of public expectations. The introduction of 
reform in the outmoded budget system of the Philippines 
placed the accent on developing the budget as a device 
to promote economic developmental objectives. This was 
made due mainly to a general cognizance that the ves¬ 
tigial relic to which Philippine budgeting has been re¬ 
duced could not suffice to squarely meet variegated 
challenges which confronted Philippine government at 
the time. It was thus keenly felt that budgetary inno¬ 
vations must be introduced to achieve a systematic pat¬ 
tern for appropriating public funds. 

That these signal changes in public budgeting 
transpired in the Philippine scene at the crest of a 
reform movement coincident with the turnover of polit¬ 
ical leadership in 1954- is highly significant. It was 
shortly after Magsaysay’s assumption of the presidency 
that precipitate action was taken to implement fiscal 
reform proposals. Inadequate follow-through by the 
Quirino administration accounted in part for the shelv¬ 
ing of Bell Mission recommendations on fiscal manage¬ 
ment for over three years. That picture was substan¬ 
tially altered in 1954- • Party cohesiveness and the 
vesting of leadership of legislative finance committees 
in individuals staunchly for fiscal innovations paved 
the way for the modernization of budget practices. Sup¬ 
porting the fiscal reform movement was a broad technical 
base, increasing importance being attached by legislative 
leaders to expertise. 

Thus, the processes of change in Philippine govern¬ 
ment were hastened by the ascendancy in 1954- of a pres¬ 
ident whose thinking was geared primarily to immediate 
accomplishment; of goals. Increasing dissatisfaction 
with anachronistic practices and procedures, coupled 
with Mag3aysay's determination to effect changes in gov¬ 
ernmental procedures, served to ignite the fuse of gov¬ 
ernmental reform in the multiple spheres of budgeting, 
accounting and auditing. Taciturn reoiotance to change 
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rooulting from the combined forces of inertia and the 
predilection for the old order, therefore, began to 
thaw, in the face of concrete manifestations of Magsay- 
say's administration to implement improved fiscal tech¬ 
niques. 

It would not be in keeping with objective analysis, 
however, if all the laurels for fiscal reform were heap¬ 
ed on the Magsaysay administration. One must bear in 
mind that as early as the birth of the Philippine Rep¬ 
ublic in 1946, there were already moves to transplant 
improved budgetary methods and techniques. It just so hap¬ 
pened that significant fiscal changes were wrought during 
Magsaysay*s tern of office. Nonetheless, it cannot be 
denied that the dynamic character of Magsaysay*s person¬ 
ality contributed in no small measure to the reformistic 
spirit which pervaded Philippine fiscal administration. 

This reformistic spirit was somewhat dulled by the 
dearth of technical skills required in effecting changes 
in the fiscal machinery. The amount of technical know¬ 
how available locally was inadequate to cope with the 
problems at hand. This is significant considering that 
a high level of expertise is needed in an area which cons¬ 
titutes a sensitive nerve center of Philippine public 
management. To augment its meager technical resources, 
at least three (3) approaches were open to Philippine 
government. One was the device of direct training of 
Filipinos occupying middle management and key positions 
in the fiscal agencies engaged in the modernization prog¬ 
ram. These individuals could be sent abroad to study 
the modus opprandi of performance budgeting in juris¬ 
tic tTons~l7Kere —: tEe system had been tried and tested, 
tlpon completion of training, these Filipinos could have 
then come up with an installation pattern adapted to 
Philippine conditions. But this approach would have 
taken time. Sending government scholars, while a more 
circumspect move in that a more deliberate assessment of 
tihe performance budget Bystem could be made, would have 
entailed the holding in abeyance of fiscal modernization 
efforts. The time lapse would have spelled setbacks 
precluding realization of reform objectives. The hour 
of reform mi^ht have been too late, and its impact too 
little, considering that Congress had just ordained a 
performance budget for twelve pilot units. 
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Another approach was for the local operations mis¬ 
sion to assume direct and immediate responsibility for 
recruitment of technicians who could then install the 
performance budget system. Of the probable reasons which 
militated against this approach, two may be cited, namely, 
the sensitivity of the U.S.A.O.M. to charges of inter¬ 
vention in the public administration mechanics of the host 
country and the fact that streamlining fiscal .procedures 
formed only one of the diversified areas of concern of the 
technical assistance mission to the Philippines. 

It was a third approach which was adopted. The scheme, 
which called for contractual arrangements between the Phil- 
lppine government and a management consulting firm, ful¬ 
filled the dual imperatives of immediate implementation 
and expected technical competence. This approach connotes 
a group operating outside of its own metier, for the manage¬ 
ment consulting firm contracted with operated outside the 
orbit of supervision of the Philippine government and the 
U.S.A.O.M. 


... Suffice it is to say that the work undertaken by Booz, 
Allen and Hamilton hoars the promising bud of a novel or¬ 
ientation and approach to effecting reforms in the multi— 
pie spheres of governmental budgeting, accounting and aud¬ 
iting. Filipino personnel involved in the fiscal modern¬ 
ization project assumed direct responsibility for seeing 
to the conservation of whatever gains chalked up an d con¬ 
tinued developmental work on fiscal teclmioues and proce¬ 
dures. . This today continues to pose a challenge to the 
ingenuity of these Filipinos on whose shoulders souarely 
rests this particular responsibility. 

A third proposition is significant in this study. It 
is postulated that legislative endorsement of performance 
budgeting didnot go beyond providing a legal base for ex¬ 
perimenting with this innovation. A distinctly favorable 
legislative atmosphere enabled Magsaysay to push through 
significant legislative proposals, one of which was the 
Performance Budget lav. r . The bill introduced in the House 
of Representatives was passed on first, second and third 
reading on the sane day. Virtually, no opportunity was 
given to the legislatoro to fully explore and deliberate 
on the implications of the proposed statute. Opposition 
to the bill was more or less token in nature. 

The performance budget concept was utilized mainly 
as an antidoio to the rigidities of line-item budgeting, 
Greau expectations were nursed by its proponents. It was 
envisioned that performance budgeting could serve as the 
fulminating cap to trigger off a series of reactions in 
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the fiscal field. Yet, after more than six (6) years, the 
chrysalis that is performance budgeting has yet to nature. 

It is not difficult to agree with one critic of per¬ 
formance budgeting in the Philippines that the transition 
from line-item uo performance budgeting was quite abrupt.^ 
Yet in the same vein, one may take issue with this sene 
critic anent his harsh assumption that Philippine govern¬ 
ment adopted performance budgeting merely for the sake of 
innovation, in the absence of an impressive and convincing 
array of supporting facts. The charge that Philippine 
officialdom, dazzled by the glittering promise of financ¬ 
ial assistance made by an over-anxious U.S.A.O.M., cap¬ 
itulated to overtures for establishment of an untried sys¬ 
tem seems not to be supported by the evidence. 

It is evident, however, that the Philippines, as 4 
result of its haying adopted performance budgeting on a gov¬ 
ernment-wide basis, loot the advantages which could have 
been derived had a scheme providing for a sufficient trans¬ 
ition period been effected. As it actually developed, the 
abrupt shift from line-item to performance budgeting re¬ 
sulted in many legislators and administrators being ill- 
prepared to cope with the ramified problems attendant to 
installation of this new system of budget presentation. 

The adoption of performance budgeting should have been 
preceded by steps calculated to ensure a better compre¬ 
hension of the performance budget concept and a fuller 
grasp of its operational workings. Philipnine legislators 
could have been given more time to study the system, and 
administrators as well as Budget Commission functionaries 
provided with ample technical and other resources with which 
to effectively implement the system. More important, in 
lieu of a mandatory directive to all agencies to adopt per¬ 
formance budgeting, arrangements could have been made, on 
the basis of experience of the twelve pilot units made to 
pioneer in this undertaking, to apply performance budgeting 
to particular departments and bureaus which have the po¬ 
tential of utilizing the system advantageously. The maxim 
that "haste makes waste" certainly can be applied insofar 
as Philippine experience with performance budgeting is con¬ 
cerned. 

- 53 - 

This critic CIS serted that performance budgeting in 
the Philippines "is a striking example of American success 
in peddling abroad a management device having substantially 
less than general acceptance at home."- Malcolm B. Parsons, 
"Performance Budgeting in the Philippines," Public Adminis¬ 
tration Review . Vol. XVII, No. 3 (Summer, 195777 p. 173:- 
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Performance "budgeting has transcended the realm of 
the oretical speculation in the Philippine setting. This 
type of budget presentation, however, has yet to gain 
unqualified acceptance in that the legal prescription 
for the system is not scrupulously observed. Skeptics 
capitalize on the time lapse which has occurred from the 
time the Performance Budget bill was enacted into lav/ 
and the present. For while the Budget Commission now 
presents the budget on a x>erformance basis, legislators, 
particularly those in the lower house of Congress, inwq 
sist on authorizing the budget on a line-item format. 

This attitude of Philippine legislators constitutes a 
serious impediment to the fulfillment of reform object¬ 
ives in the budget area. So long as this attitude per¬ 
sists, performance budgeting will just remain a decora¬ 
tive feature lacking the elementary requirement of faith 
in the system by Congress. 

In the ultimate analysis, however, the effective¬ 
ness of performance budgeting in the Philippines would 
not only depend on legislative acceptance of the system 
but also on the efficacy of the performance classifica¬ 
tion employed. This will require an evaluation and 
further refinement of existing measurement techniques 
and the extension of cost accounting. Apparently, budget 
reclassification in this country has only succeeded in 
erecting the facade of performance budgeting for an anal¬ 
ytic examination of the performance classification re¬ 
veals a number of flaws and imperfections. However, this 
Should not be construed to mean that performance budget¬ 
ing is an abject failure in the Philippines. Rather, 
ijhis situation points to the crucial need for constant 
qtudy and evaluation of the existing system so that a 
conceptually-sound performance budget scheme can be 
attained. 

With respect to the prospects of performance budget¬ 
ing, that such are far from being dim may be a relevant 
observation. For one, on this novel scheme of budgetary 
presentation has been focused the keen attention of South¬ 
east Asian countries exploring the scene for an acceptable 

*T 

: ^Legislative insistence on a line-item budget 

accompanying the performance budget document results in 
duplication of budgetary effort and increased expenses. 
Thus, for printing the performance budget document for 
fiscal year 1957* the government spent P4-l,302.08.- Bu¬ 
reau of Printing, Account of the Budget Commission for 
Printing and Binding ryebruary 28': 1TO.- 
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device with which to attain maximum utility for public 
funds expended.. The Philippine Budget Commission is 
visited by ranking budget officials from Southeast Asian 
countries who observe the operational aspects of perform¬ 
ance budgeting. In August of I960, there was held in 
Bangkok, Thailand a third workshop on problems of budget 
reclassification and management under the joint sponsor¬ 
ship of three (5) agencies of the United Nations, name¬ 
ly, the Economic Commission for Asia and the Par East 
(ECAFE); the Bureau of Technical Assistance Operation, 
and the Fiscal and Financial Branch of the Department 
of Economic and Social Affairs.50 The delegates of sevenA 
teen ( 17 ) nations who participated in this workshop made 
a one-week study tour of Philijjpine government agencies 
now under the performance budget system.51 Three Gh ana — 
ian budget officials have been designated by their gov¬ 
ernment under a United Nations fellowship to intern with 
the Budget Commission and observe first hand perform an ce 
budgeting.-^' ,Thc Fiscal and Financial Branch of the 
United Nations has just completed a draft manual on per¬ 
formance budgeting. It is hoped that within the next 
decade or so, Philippine government '..'ill bo able to effect 
further refinements in its budget presentation scheme in 
which it has pioneered in this part of the hemisphere. 

Prior to 1954, efforts of Philippine government to 
keep pace with strides in public management were at most 
fragmentary and at times even devoid of a determinative 
base. Some attempts at introducing reforms were enfeeb¬ 
led in nature, owing to reluctance on the part of those 
who could implement blueprints for change to steer a vi¬ 
gorous course of action consistent with advocacy and firm 
espousal of fiscal reform proposals. The developments 

-ta- 

^ Budget Commission, Office Circular No. 66. August 

3 , 1960 . - 

51 

Delegates represented Australia; Burma; China; 
Malaya; India; Indonesia; Iran; Korea; Pakistan; Phil¬ 
ippines; Thailand; Union of Soviet Socialist Republics; 
United Kingdom of Great Britain and Northern Ireland; 
United States; Vietnam; Ghana; and Israel.- Budget Com¬ 
mission, General Program of the Study Tour in Manila of 
delegates to the Third Workshop on Problems of Budget 
Reclassification and Management, August 27, I960. 

52 

' Letter of Crucillo to Aytona, September 1 , I960. 
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recounted in this study succeeded in elevating fiscal 
administration to a plateau the upper limits of which, 
depending on acceptance and proven workability of these 
fiscal innovations, and dedication of those charged with 
the responsibility of fiscal management, are still to be 
reached. 
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